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PART

ITEM BUSINESS

Overview

We believe we are the leading distributor based on sales of natural organic and specialty foods

and non-food products in the United States and Canada We operate twenty-eight distribution centers

representing approximately 7.6 million square
feet of warehouse space which we believe provide us

with the largest capacity of any North American-based distributor in the natural organic and specialty

products industry We carry more than 60000 high-quality natural organic and specialty products

consisting of national regional and private label brands in six product categories grocery and general

merchandise produce perishables and frozen foods nutritional supplements and sports nutrition bulk

and foodservice products and personal care items We serve more than 23000 customer locations

primarily located across the United States and Canada which can be classified as follows

independently owned natural products retailers which include buying clubs

supernatural chains which consist solely of Whole Foods Market Inc Whole Foods Market

conventional supermarkets and mass market chains and

other which includes foodservice and international customers outside of Canada

We were the first organic food distribution network in the United States designated as Certified

Organic Distributor by Quality Assurance International Inc OAT This process involved

comprehensive review by OAT of our operating and purchasing systems and procedures This

certification covers all of our broadline distribution centers in the US except our UNFI Specialty

distribution centers Four of our Canadian distribution centers are certified by either OAT or Ecocert

Canada while the remaining distribution center sells only Kosher foods and is therefore not certified

organic

Since the formation of our predecessor in 1976 we have expanded our distribution network

product selection and customer base both organically and through acquisitions Since fiscal year 2000

our net sales have increased at compounded annual growth rate CAGR of 15.3% Tn recent years

our sales to existing and new customers have increased through the continued growth of the natural

products industry in general increased market share as result of our high-quality service and broader

product selection the expansion of our existing distribution centers the construction of new

distribution centers and the development of our own line of natural and organic branded products

Through these efforts we believe that we have broadened our geographic penetration expanded our

customer base enhanced and diversified our product selection and increased our market share

We have been the primary distributor to Whole Foods Market for more than 12 years Effective

June 2010 we amended our distribution agreement with Whole Foods Market to extend the term of

the agreement for an additional seven years Under the terms of the amended agreement we will

continue to serve as the primary wholesale natural grocery distributor to Whole Foods Market in its

United States regions where we were serving as the primary distributor at the time of the amendment

The amendment extended the expiration date of the agreement from September 25 2013 to

September 25 2020 On July 28 2010 we announced that we had entered into an asset purchase

agreement under which we have agreed to acquire certain distribution and related assets of Whole

Foods Market Distribution Inc previously used for their self-distribution of non-perishables in their

Rocky Mountain and Southwest regions and have undertaken to become the primary distributor in

these regions Consummation of the transaction is subject to certain customary closing conditions and

is expected to occur in late September 2010 in the case of the Southwest region and early October 2010

in the case of the Rocky Mountain region Following the closing of this transaction we will serve as the

primary distributor to Whole Foods Market in all of its regions in the United States Our relationship



with Whole Foods Market was expanded to cover the former Wild Oats Markets Inc Wild Oats

Markets stores retained by Whole Foods Market following Whole Foods Markets merger with Wild

Oats Markets in August 2007 We had served as the primary distributor of natural and organic foods

and non-food products to Wild Oats Markets prior to the merger

On June 11 2010 we acquired certain Canadian food distribution assets of the SunOpta
Distribution Group business SDG of SunOpta Inc SunOpta the SDG assets through our

wholly-owned subsidiary UNFI Canada Inc UNFT Canada With the acquisition we believe we

are the largest distributor of natural organic and specialty foods including kosher foods in Canada

This was strategic acquisition as UNFI Canada provides us with an immediate platform for growth in

the Canadian market

On November 2007 we acquired Distribution Holdings Inc and its wholly-owned subsidiary

Milibrook Distribution Services Inc DHI which we now refer to as UNFI Specialty Distribution

Services UNFI Specialty Through UNFI Specialty we distribute specialty food items including

ethnic kosher gourmet organic and natural foods health and beauty care items and other non-food

items We believe that the acquisition of DHI accomplished certain of our strategic objectives including

accelerating our expansion into number of high-growth business segments and establishing immediate

market share in the fast-growing specialty foods market Due to our expansion into specialty foods

during fiscal 2010 we gained new business with number of conventional supermarkets that previously

had not done business with us because we did not distribute specialty products We believe that UNFI

Specialtys customer base enhances our conventional supermarket business channel and that our

complementary product lines present opportunities for cross-selling See Our Operating Structure

Wholesale Division for further information regarding this acquisition and our specialty distribution

business

We operate 12 natural products retail stores within the United States located primarily in Florida

with two locations in Maryland and one in Massachusetts through our subsidiary Natural Retail

Group Inc NRG We also operate one natural product retail store Drive Organics in Vancouver

British Columbia We believe that our retail business serves as natural complement to our distribution

business because it enables us to develop new marketing programs and improve customer service In

addition our United Natural Trading Co subsidiary which does business as Woodstock Farms

Manufacturing specializes in the international importation roasting packaging and distribution of nuts

dried fruit seeds trail mixes granola natural and organic snack items and confections

We are Delaware corporation based in Providence Rhode Island and we conduct business

through our various wholly owned subsidiaries We operated twenty-eight distribution centers at 2010

fiscal year end We believe that our distribution centers provide us with the largest capacity of any

distributor of natural organic and specialty products in the United States or Canada In July 2010 our

newest distribution center located in Lancaster Texas commenced operations and began receiving

product Shipments to customers from this facility commenced in late September 2010 With the

opening of our Lancaster Texas facility and following our acquisition in Canada we have increased our

distribution capacity to approximately 7.6 million square feet Unless otherwise specified references to

United Natural Foods we us our or the Company in this Annual Report on Form 10-K

include our consolidated subsidiaries See the financial statements and notes thereto included in

Item Financial Statements and Supplementary Data of this Report for information regarding our

financial performance

The Natural Products Industry

The natural products industry encompasses wide range of products including organic and

non-organic foods nutritional herbal and sports supplements toiletries and personal care items

naturally-based cosmetics natural/homeopathic medicines pet products and cleaning agents According

to The Natural Foods Merchandiser leading natural products industry trade publication sales for all



types of natural products were $76.1 billion in 2009 and the industry has grown at CAGR of 10.5%

over the last ten years We believe the growth rate of the natural products industry has outpaced the

growth of the overall food-at-home industry as result of the increasing demand by consumers for

healthy lifestyle food safety and environmental protection

Our Operating Structure

Our operations are comprised of three principal operating divisions These operating divisions are

our wholesale division which includes our broadline natural and organic distribution business

UNFI Specialty which is our specialty distribution business in the Eastern and Midwestern

portions of the United States UNFI Canada which is our natural organic and specialty business

in Canada Alberts Organics Inc Alberts which is leading distributor of organically

grown produce and perishable items and Select Nutrition which distributes vitamins minerals

and supplements

our retail division consisting of NRG which operates our 12 natural products retail stores

within the United States and

our manufacturing division consisting of Woodstock Farms Manufacturing which specializes in

the international importation roasting packaging and distribution of nuts dried fruit seeds trail

mixes granola natural and organic snack items and confections and our Blue Marble Brands

product lines

Wholesale Division

Our broadline distribution business is organized into three regionsour Eastern Region our

Western Region and our Canadian region We distribute natural organic and specialty products in all

of our product categories to customers in the Eastern and Midwestern portions of the United States

through our Eastern Region and to customers in the Western and Central portions of the United States

through our Western Region Our Canadian Region distributes natural organic and specialty products

in all of our product categories to all of our customers in Canada As of our 2010 fiscal
year end our

Eastern Region operated seven distribution centers which provided approximately 2.6 million square
feet of warehouse space our Western Region operated six distribution centers which provided

approximately 2.3 million square feet of warehouse space and our Canadian Region operated five

distribution centers which provided approximately 0.3 million
square

feet of warehouse space

We acquired our specialty distribution business which we refer to as UNFI Specialty through our

acquisition of DHI on November 2007 Our UNFI Specialty division
operates distribution centers

located in Massachusetts and Arkansas which provide approximately 1.4 million square feet of

warehouse space serving customers primarily throughout the Eastern and Midwestern portions of the

United States Through UNFI Specialty we distribute specialty food items including ethnic kosher

gourmet organic and natural foods health and beauty care items and other non-food items We have

also continued the integration of UNFI Specialty and specialty products are now being sold through

our broadline distribution centers

Through Alberts we distribute organically grown produce and non-produce perishables such as

organic milk dressings eggs juices poultry and various other refrigerated specialty items Alberts

operates out of eight distribution centers strategically located in all regions of the United States and is

designated as Certified Organic Distributor by QAI

Through Select Nutrition we distribute more than 14000 health and beauty aids vitamins

minerals and supplements from distribution centers in Pennsylvania and California

Certain of our distribution centers are shared by multiple operations within our wholesale division



Retail Division

We operate 12 natural products retail stores within the United States located primarily in Florida

with two locations in Maryland and one in Massachusetts through NRG We also operate retail

store in Vancouver British Columbia within Canada that is reflected within our wholesale division We

believe that our retail business serves as natural complement to our distribution business because it

enables us to develop new marketing programs and improve customer service

We believe our retail stores have number of advantages over their competitors including our

financial strength and marketing expertise the purchasing power resulting from group purchasing by

stores within NRG and the breadth of our product selection

We believe that we benefit from certain advantages in acting as distributor to our retail stores

including our ability to

control the purchases made by these stores

expand the number of high-growth high-margin product categories such as produce and

prepared foods within these stores and

stay abreast of the trends in the retail marketplace which enables us to better anticipate and

serve the needs of our wholesale customers

Additionally as the primary natural products distributor to our retail locations we realize

significant economies of scale and operating and buying efficiencies As an operator of retail stores we

also have the ability to test market select products prior to offering them nationally We can then

evaluate consumer reaction to the product without incurring significant inventory risk We also are able

to test new marketing and promotional programs within our stores prior to offering them to our

wholesale customer base

Manufacturing Division

Our subsidiary Woodstock Farms Manufacturing specializes
in the international importation

roasting packaging and distribution of nuts dried fruit seeds trail mixes granola natural and organic

snack items and confections We sell these items in bulk and through private label packaging

arrangements with large health food supermarket and convenience store chains and independent

owners We operate an organic USDA and QAI and kosher Circle certified packaging roasting

and processing facility in New Jersey

Our Blue Marble Brands product lines address certain needs or preferences of customers of our

wholesale division which are not otherwise being met by other suppliers
We carry over 25 brand

names representing over 900 unique products Our Blue Marble Brands products are sold through our

wholesale division through third-party distributors in the natural organic
and specialty industry and

directly to retailers Our Field Day brand is only sold to customers in our independent channel and is

meant to serve as private label brand for independent retailers to allow them to compete with

conventional supermarkets which often have their own private label store brands

Our Competitive Strengths

We believe we distinguish ourselves from our competitors through the following strengths

We are the market leader with nationwide presence in the United States and Canada

We believe that we are the largest distributor of natural organic and specialty products by sales in

the United States and Canada and one of the few distributors capable of meeting the natural organic

and specialty product needs of local and regional customers supermarket chains and the rapidly

growing supernatural
chain We completed the build-out of our distribution system in July 2010 with



the opening of our facility in Lancaster Texas We believe that our network of twenty-eight distribution

centers including five in Canada creates significant advantages over smaller and regional distributors

Our nationwide presence across the United States and Canada allows us to offer marketing and

customer service programs across regions offer broader product selection and provide operational

excellence with high service levels and same day or next day on-time deliveries

We are an efficient distributor

We believe that our scale affords us significant benefits within highly fragmented industry

including volume purchasing opportunities and warehouse and distribution efficiencies Our continued

growth has allowed us to expand our existing facilities and open new facilities to achieve maximum

operating efficiencies including reduced fuel and other transportation costs and has created sufficient

capacity for future growth Recent efficiency improvements include the centralization of general and

administrative functions the consolidation of systems applications among physical locations and regions

and the optimization of customer distribution routes all of which reduced expenses We have made

significant investments in our people facilities equipment and technology in order to broaden our

footprint and enhance the efficiency of our operations Key examples include the following

We opened our Sarasota Florida warehouse in the first quarter of fiscal 2008 in order to reduce

the geographic area served by our Atlanta Georgia facility

Our 237000 square foot distribution center in Ridgefield Washington commenced operations in

December 2007 and serves as regional distribution hub for customers in Portland Oregon and

other Northwest markets

Our 613.000 square foot distribution center in Moreno Valley California commenced operations

in September 2008 and serves our customers in Southern California Arizona Southern Nevada

Southern Utah and Hawaii

Our 675.000 square foot distribution center in York Pennsylvania commenced operations in

January 2009 and replaced our New Oxford Pennsylvania facility serving customers in New

York New Jersey Pennsylvania Delaware Maryland Ohio Virginia and West Virginia

In April 2009 we successfully relocated our UNFI Specialty distribution facility in East

Brunswick New Jersey to our York Pennsylvania distribution center creating our first fully

integrated facility offering full assortment of natural organic and specialty foods

In September 2009 we commenced operations at new facility in Charlotte North Carolina

serving Alberts customers in North Carolina South Carolina Georgia Tennessee and Virginia

In connection with the acquisition of the SDG assets in June 2010 we acquired five distribution

facilities which provided nationwide presence in Canada with approximately 272000 square

feet of distribution space
and the ability to serve all major markets in Canada

Finally in July 2010 we commenced operations at new facility in Lancaster Texas serving

customers throughout the Southwestern United States including Texas Oklahoma New Mexico

Arkansas and Louisiana During July 2010 we also entered into an agreement to begin operating

the Whole Foods Market Distribution Inc distribution facility in Denver Colorado and expect

to begin servicing Whole Foods Market locations from that facility by the end of October 2010

We have extensive and long-standing customer relations/tips and provide superior service

Throughout the 34 years of our and our predecessors operations we have developed

long-standing customer relationships which we believe are among the strongest in our industry In

particular we have been the primary supplier of natural and organic products to the largest

supernatural chain in the United States Whole Foods Market for more than 12 years key driver of



our strong customer loyalty is our superior service levels which include accurate fulfillment of orders

timely product delivery competitive prices and high level of product marketing support Our average

distribution in-stock service level for fiscal year 2010 measured as the percentage of items ordered by

customers that are delivered by the requested delivery date excluding manufacturer out-of-stocks was

approximately 98% We believe that our high distribution service levels are attributable to our

experienced purchasing departments and sophisticated warehousing inventory control and distribution

systems Furthermore we offer next-day delivery service to majority of our active customers and offer

multiple deliveries each week to our largest customers which we believe differentiates us from many of

our competitors

We have an experienced motivated management Learn and employee base

Our management team has extensive experience in the retail and distribution business including

the natural and specialty product industries On average our senior management team has approximately

16 years of experience in the retail natural products or distribution industry In addition we believe

our employee base is highly motivated as our Employee Stock Ownership Trust beneficially owns

approximately 5.6% of our common stock Furthermore significant portion of our employees

compensation is equity based or performance based and therefore there is substantial incentive to

continue to generate strong growth in operating results in the future

Our Growth Strategy

We seek to maintain and enhance our position within the natural and organic industry in the

United States and Canada and to increase our market share in the specialty products industry Since

our formation we have grown our business through the acquisition of number of distributors and

suppliers which has expanded our distribution network product selection and customer base For

example we acquired our Alberfs NRG Woodstock Farms Manufacturing and UNFI Specialty

businesses and during fiscal 2010 we acquired the assets that comprise UNFI Canada

To implement our growth strategy we intend to continue increasing our leading market share of

the growing natural and organic products industry by expanding our customer base increasing our

share of existing customers business and continuing to expand and further penetrate new distribution

territories particularly in the Mid-Atlantic and Southwestern United States markets and Canadian

markets We plan to expand our presence within the specialty industry by offering new and existing

customers single wholesale distributor capable of meeting their specialty and natural and organic

product needs on national or regional basis Key elements of our strategy include

Expanding Our Customer Base

As of July 31 2010 we served more than 23.000 customer locations primarily in the United States

and Canada We plan to expand our coverage of the highly fragmented natural and organic and

specialty products industries by cultivating new customer relationships within these industries and by

further developing our existing channels of distribution such as independent natural products retailers

conventional supermarkets mass market outlets institutional foodservice providers buying clubs and

gourmet stores With the coordinated distribution of our specialty products with our natural and

organic products which commenced with the integration of our York Pennsylvania facility in April

2009 we believe that we have the opportunity to continue gaining market share in the conventional

supermarket channel as the result of our ability to offer an integrated and efficient distribution solution

for our customers In fiscal 2010 we gained new business from number of conventional supermarket

customers including Giant-Landover Shop-Rite and Kings partially as rcsult of our complementary

product selection



Increasing Our Market Share of Existing Customers Business

We believe that we are the primary distributor of natural and organic products to the majority of

our natural products customer base including to Whole Foods Market our largest customer We intend

to maintain our position as the primary supplier
for majority of our customers and add to the

number of customers for which we serve as primary supplier by offering the broadest product selection

in our industry at competitive prices With the expansion of UNFI Specialty we believe that we have

the ability to further meet our existing customers needs for specialty foods and products as well as

certain general merchandise representing an opportunity to accelerate our sales growth within the

conventional supermarket supernatural and independent channels

Continuing to Improve the Efficiency of Our Nationwide Distribution Network

We have invested in excess of $200 million in our distribution network and infrastructure over the

past five fiscal years We completed the build-out of our nationwide distribution system in July 2010

with the opening of our facility in Lancaster Texas which began serving customers in late

September 2010 Our Lancaster facility is the first facility to use our national supply chain platform and

warehouse management system which we plan to implement throughout our network over the next few

years and which we believe will further enhance the efficiency of our network Although our

distribution network services all markets in the United States and Canada we will continue to

selectively evaluate opportunities to build or lease new facilities or to acquire distributors to better

serve existing markets Further we will maintain our focus on realizing efficiencies and economies of

scale in purchasing warehousing transportation and general
and administrative functions which

combined with incremental fixed cost leverage should lead to continued improvements in our operating

margin

Expanding into Other Distribution Channels and Geographies

We believe that we will be successful in expanding into the foodservice channel as well as further

enhancing our presence outside of the United States and Canada We will continue to seek to develop

regional relationships and alliances with companies such as Aramark Corporation the Compass Group

North America and Sodexho Inc in the foodservice channel and seek other alliances outside the

United States and Canada

Continuing to Selectively Pursue Opportunistic Acquisitions

Throughout our history we have successfully identified consummated and integrated multiple

acquisitions Since 2000 we have successfully completed eight acquisitions of distributors

manufacturers and suppliers two acquisitions of retail stores and eleven acquisitions of branded

product lines We intend to continue to selectively pursue opportunistic acquisitions in order to expand

the breadth of our distribution network increase our efficiency or add additional products and

capabilities

Continuing to Provide the Leading Distribution Solution

We believe that we provide the leading distribution solution to the natural organic and specialty

products industry through our national presence regional responsiveness focus on customer service

and breadth of product offerings Our service levels which we believe to be the highest in our industry

are attributable to our experienced purchasing departments and our sophisticated warehousing

inventory control and distribution systems See Our Focus on Technology below for more

information regarding our use of technology in our warehousing inventory control and distribution

systems



Among the benefits we provide to our customers is access at preferred rates and terms to the

suite of products developed by Living Naturally LLC leading provider of marketing promotion and

electronic ordering systems to the natural and organic products industry We have maintained

strategic alliance with Living Naturally since 2002 The products provided by Living Naturally include

an intelligent electronic ordering system and turnkey retailer website services which create new

opportunities for our retailers to increase their inventory turns reduce their costs and enhance their

profits We also offer our customers selection of inventory management merchandising marketing

promotional and event management services designed to increase sales and enhance customer

satisfaction These marketing services which primarily are utilized by customers in our independently

owned natural products retailers channel and many of which are co-sponsored with suppliers include

monthly and thematic circular programs in-store signage and assistance in product display

Our Customers

We maintain long-standing customer relationships with independently-owned natural products

retailers supernatural chains and supermarket chains In addition we emphasize our relationships with

new customers such as conventional supermarkets mass market outlets and gourmet stores which are

continually increasing their natural product offerings The following were included among our wholesale

customers for fiscal 2010

Whole Foods Market the largest supernatural chain in the United States and Canada

conventional supermarket chains including Kroger Wegmans Haggens Stop and Shop Giant

Quality Food Centers Hannaford Food Lion Bashas Shop-Rite Rainbow Lowes Kings

Publix Fred Meyer and United Supermarkets and

mass market chains including Target BJs Wholesale Club and Costco

Whole Foods Market accounted for approximately 35% of our net sales in fiscal 2010 In October

2006 we announced
seven-year

distribution agreement with Whole Foods Market which commenced

on September 26 2006 In June 2010 we amended our distribution agreement with Whole Foods

Market to extend the term of the agreement for an additional seven years Under the terms of the

amended agreement we will continue to serve as the primary wholesale natural
grocery

distributor to

Whole Foods Market in its United States regions where we currently serve as the primary distributor

The amendment extended the expiration date of the agreement from September 25 2013 to

September 25 2020 Our relationship with Whole Foods Market expanded in August 2007 when
Whole Foods Market completed its merger with Wild Oats Markets We had served as the primary

distributor of natural and organic foods and non-food products to Wild Oats Markets prior to the

merger and we continue to serve the former Wild Oats Markets stores retained by Whole Foods

Market under our distribution arrangement with Whole Foods Market We also continue to serve as

primary distributor to the Henrys and Sun Harvest store locations previously owned by Wild Oats

Markets and sold by Whole Foods Market to subsidiary of Smart Final Inc on September 30
2007 Sales to Henrys and Sun Harvest store locations were reflected in our conventional supermarket

channel beginning in fiscal 2008

On July 28 2010 we announced that we had entered into an asset purchase agreement under

which we have agreed to acquire certain distribution and related assets of Whole Foods Market

Distribution Inc previously used for their self-distribution of non-perishables in their Rocky Mountain

and Southwest regions and have undertaken to become the primary distributor in these regions

Consummation of the transaction is subject to satisfaction of certain customary closing conditions and

is expected to occur in late September 2010 in the case of the Southwest region and early October 2010

in the case of the Rocky Mountain region Following the closing of this transaction we will serve as the

primary distributor to Whole Foods Market in all of its regions in the United States



The following table lists the percentage of sales by customer type for the years
ended July 31 2010

and August 2009

Percentage

Customer Type
of Net Sales

2010 2009

Independently owned natural products retailers 40% 42%

Supernatural chains
35% 33%

Conventional supermarkets
21% 20%

Other
4% 5%

We distribute natural organic and specialty foods and non-food products to customers located in

the United States as well as to customers internationally Our sales to international customers

including those in Canada represented approximately one percent
of our business in fiscal 2010 and

less than one percent of our business in fiscal 2009 We believe that our international sales as

percentage of our total sales will expand as we seek to grow our Canadian operations

Our Marketing Services

We have developed variety of supplier-sponsored marketing programs which cater to broad

range of retail formats These programs are designed to educate consumers profile suppliers and

increase sales for retailers many of which do not have the resources necessary to conduct such

marketing programs independently

Our marketing programs include

multiple monthly region-specific consumer circular programs which feature the logo and

address of the participating retailer imprinted on circular that advertises products sold by the

retailer to its customers The monthly circular programs are structured to pass through to the

retailer the benefit of our negotiated discounts and advertising allowances and also provide

retailers with posters window banners and shelf tags to coincide with each months promotions

ClearVue clean slate designed to improve the transparency
of information and drive efficiency

within the supply chain With the availability of in-depth data and tailored reporting tools

participants
will be able to reduce inventory balances with the elimination of forward buys while

improving service levels

our Most Valued Partner program supplier-focused high-level sales and marketing support for

our top three suppliers in each category which we believe helps build incremental mutually

profitable sales for suppliers and us while fostering sense of partnership

other retailer initiative programs such as coupon booklet and separate supplement and

personal care product-themed sales and educational brochures we offer to independent retailers

which allow us to explore new marketing avenues

an information-sharing program that helps our suppliers better understand our customers

businesses in order to generate mutually beneficial incremental sales in an efficient manner and

truck advertising program that allows our suppliers to purchase ad
space on the sides of our

hundreds of trailers traveling throughout the United States and Canada which we believe

increases their potential consumer ad impressions

We keep current with the latest trends in the industry Periodically we conduct focus group

sessions with certain key retailers and suppliers
in order to ascertain their needs and allow us to better

service them We also

offer in-store signage and promotional materials including shopping bags and end-cap displays



provide assistance with planning and setting up product displays

provide shelf tags for products

provide assistance with store layout designs

provide product data information such as best seller lists store usage reports and easy-to-use

product catalogs and

maintain website on which retailers can access various individual retailer-specific reports and

product information

Our Products

Our extensive selection of high-quality natural organic and specialty products enables us to

provide primary source of supply to diverse base of customers whose product needs vary

significantly We
carry more than 60.000 high-quality natural organic and specialty products consisting

of national brand regional brand private label and master distribution products in six product

categories grocery and general merchandise produce perishables and frozen foods nutritional

supplements bulk and food service products and personal care items Our branded product lines

address certain needs or preferences of our customers which are not otherwise being met by other

suppliers

We continuously evaluate potential new private branded and other products based on both existing
and anticipated trends in consumer preferences and buying patterns Our buyers regularly attend

regional and national natural organic specialty ethnic and gourmet product shows to review the latest

products that are likely to be of interest to retailers and consumers We also actively solicit suggestions
for new products from our customers We make the majority of our new product decisions at the

regional level We believe that our purchasing practices allow our regional buyers to react quickly to

changing consumer preferences and to evaluate new products and new product categories regionally

Additionally many of the new products that we offer are marketed on regional basis or in our own
retail stores prior to being offered nationally which enables us to evaluate local consumer reaction to

the products without incurring significant inventory risk Furthermore by exchanging regional product
sales information between our regions we are able to make more informed and timely new product
decisions in each region

We maintain comprehensive quality assurance program All of the products we sell that are

represented as organic are required to be certified as such by an independent third-party agency We
maintain current certification affidavits on all organic commodities and produce in order to verifi the

authenticity of the product All potential suppliers of organic products are required to provide such

third-party certifications to us before they are approved as suppliers

Our Suppliers

We purchase our products from approximately 4600 suppliers The majority of our suppliers are

based in the United States and Canada but we also source products from suppliers throughout Europe
Asia Central America South America Africa and Australia We believe the reason suppliers of natural

and organic products seek to distribute their products through us is because we provide access to

large and growing customer base across the United States and Canada distribute the majority of the

suppliers products and offer wide variety of marketing programs to our customers to help sell the

suppliers products Substantially all product categories that we distribute are available from number
of suppliers and therefore we are not dependent on any single source of supply for any product

category Our largest supplier Ham Celestial Group Inc Ham accounted for approximately 7% of

our total purchases in fiscal 2010 However the product categories we purchase from Ham can be

purchased from number of other suppliers In addition although we have exclusive distribution
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arrangements and vendor support programs with several suppliers none of our suppliers accounts for

more than 10% of our total purchases

We have positioned
ourselves as the largest purchaser of organically grown bulk products in the

natural and organic products industry by centralizing our purchase of nuts seeds grains flours and

dried foods As result we are able to negotiate purchases from suppliers on the basis of volume and

other considerations that may include discounted pricing or prompt payment discounts Furthermore

many of our purchase arrangements include the right of return to the supplier with respect to products

that we are not able to sell in certain period of time As described under Our Products above each

region is responsible for placing
its own orders and can select the products

that it believes will most

appeal to its customers although each region is able to participate in our company-wide purchasing

programs Our outstanding commitments for the purchase of inventory were approximately

$27.8 million as of July 31 2010

Our Distribution System

We have carefully chosen the sites for our distribution centers to provide direct access to our

regional markets This proximity allows us to reduce our transportation costs relative to those of our

competitors that seek to service these customers from locations that are often several hundreds of miles

away We anticipate that the opening of our Lancaster Texas distribution center will significantly

reduce the transportation costs associated with servicing the customers of that facility as many of those

customers were previously serviced from our Denver Colorado facility We believe that we incur lower

inbound freight expense than our regional competitors because our scale allows us to buy full and

partial truckloads of products Whenever possible we backhaul between our distribution centers and

satellite staging facilities using our own trucks Additionally we generally can redistribute overstocks

and inventory imbalances between distribution centers which helps us ensure products are sold prior to

their expiration date and more appropriately
balance inventories

Products are delivered to our distribution centers primarily by our fleet of leased trucks contract

carriers and the suppliers themselves We lease our trucks from national leasing companies such as

Ryder Truck Leasing and Penske Truck Leasing which in some cases maintain facilities on our

premises for the maintenance and service of these vehicles Other trucks are leased from regional firms

that offer competitive services

We ship certain orders for supplements or for items that are destined for areas outside of regular

delivery routes through United Parcel Service and other independent carriers Deliveries to areas

outside the continental United States and Canada are typically shipped by ocean-going containers on

weekly basis

Our Focus on Technology

We have made significant
investment in distribution financial information and warehouse

management systems We continually evaluate and upgrade our management information systems at our

regional operations based on the best practices in the distribution industry in order to make the

systems more efficient cost-effective and responsive to customer needs These systems include

functionality in radio frequency inventory control pick-to-voice systems pick-to-light systems

computer-assisted order processing and slot locator/retrieval assignment systems At our receiving

docks warehouse associates attach computer-generated preprinted
locator tags to inbound products

These tags contain the expiration date locations quantity lot number and other information about the

products in bar code format Customer returns are processed by scanning the UPC bar codes We also

employ management information system that enables us to lower our inbound transportation costs by

making optimum use of our own fleet of trucks or by consolidating deliveries into full truckloads

Orders from multiple suppliers and multiple distribution centers are consolidated into single truckloads

for efficient use of available vehicle capacity and return-haul trips In addition we utilize route
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efficiency software that assists us in developing the most efficient routes for our trucks During fiscal

2011 and 2012 we will continue the roll-out of our new national supply chain platform and warehouse

management system which was launched in our new Lancaster Texas facility and is now being

implemented distribution center by distribution center

Competition

Our major competitor in both the United States and Canada is KeHE Distributors LLC Kehe
which acquired Tree of Life Distribution Inc Tree of Life in January 2010 In addition to its

natural and organic products Kehe distributes specialty food products thereby diversifying its product

selection and markets its own private label program Kehes subsidiary Tree of Life has also earned

QAI certification We also compete in the United States with over 200 smaller regional and local

distributors of natural ethnic kosher gourmet and other specialty foods that focus on niche or

regional markets and with national regional and local distributors of conventional groceries and

companies that distribute to their own retail facilities

We believe that distributors in the natural and specialty products industries primarily compete on

distribution service levels product quality depth of inventory selection price and quality of customer

service We believe that we currently compete effectively with
respect to each of these factors

Our retail stores compete against other natural products outlets conventional supermarkets and

specialty stores We believe that retailers of natural products compete principally on product quality

and selection price customer service knowledge of personnel and convenience of location We believe

that we currently compete effectively with respect to each of these factors

Government Regulation

Our operations and many of the products that we distribute in the United States are subject to

regulation by state and local health departments the U.S Department of Agriculture and the Food and

Drug Administration which generally impose standards for product quality and sanitation and are

responsible for the administration of bioterrorism legislation In the United States our facilities

generally are inspected at least once annually by state or federal authorities

The Surface Transportation Board and the Federal Highway Administration regulate our trucking

operations In addition interstate motor carrier operations are subject to safety requirements

prescribed by the U.S Department of Transportation and other relevant federal and state agencies
Such matters as weight and dimension of equipment are also subject to federal and state regulations

We generally are not subject to many of the federal provincial state and local laws and

regulations that have been enacted or adopted regulating the discharge of materials into the

environment or otherwise relating to the protection of the environment However certain of our

distribution facilities have above-ground storage tanks for diesel fuel and other petroleum products
which are subject to laws regulating such

storage tanks

We believe that we are in material compliance with all federal provincial state and local laws

applicable to our operations

Employees

As of July 31 2010 we had approximately 6500 full and part-time employees An aggregate of

approximately 5.4% of our total employees or approximately 350 of the employees at our Auburn

Washington Edison New Jersey Iowa City Iowa and Leicester Massachusetts facilities are covered by
collective bargaining agreements The Edison New Jersey Auburn Washington Leicester

Massachusetts and Iowa City Iowa agreements expire in June 2011 February 2012 March 2013 and

June 2011 respectively Most recently on June 2010 the National Labor Relations Board issued
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certification of representative notice to UNFI with respect to its Dayville Connecticut drivers resulting

from an election there in late May 2010 Currently UNFI management and the union representing the

Dayville Connecticut drivers are engaged in negotiations of collective bargaining agreement We have

never experienced work stoppage by our unionized employees and we believe that our relations with

our employees are good

Available Information

Our internet address is http//www.unfi.com The contents of our website are not part
of this

Annual Report on Form 10-K and our internet address is included in this document as an inactive

textual reference only We make our Annual Report on Form 10-K Quarterly Reports on Form 10-Q

Current Reports on Form 8-K and all amendments to those reports available free of charge through

our website as soon as reasonably practicable after we file such reports with or furnish such reports to

the Securities and Exchange Commission

We have adopted code of conduct and ethics for certain employees pursuant to Section 406 of

the Sarbanes-Oxley Act of 2002 copy of our code of conduct and ethics is posted on our website

and is available free of charge by writing to United Natural Foods Inc. 313 Iron Horse Way

Providence Rhode Island 02908 Attn Investor Relations

Executive Officers of the Registrant

Our executive officers are elected on an annual basis and serve at the discretion of our Board of

Directors Our executive officers and their ages as of September 15 2010 are listed below

Name Age Position

Steven Spinner SO President and Chief Executive Officer

Mark Shamber 41 Senior Vice President Chief Financial Officer and

Treasurer

Joseph Traficanti 59 Senior Vice President General Counsel Chief Compliance

Officer and Corporate Secretary

Sean Griffin 51 Senior Vice President National Distribution

John Stern 43 Senior Vice President and Chief Information Officer

Thomas Dziki 49 Senior Vice President Chief Human Resource and

Sustainahility Officer

David Matthews 45 President of UNFI International

Kurt Luttecke 43 President of the Western Region

Thomas Grillea 54 President of Woodstock Farms Manufacturing Select

Nutrition and Natural Retail Group

Steven Spinner has served as our President and Chief Executive Officer and as member of our

Board of Directors since September 2008 Beginning in September 2010 Mr Spinner began serving as

the Interim President of our Eastern Region while we search for replacement for David Matthews

who is now the President of UNFI International Prior to joining the Company in September 2008

Mr Spinner served as director and as Chief Executive Officer of Performance Food Group Company

PFG from October 2006 to May 2008 when PFG was acquired by affiliates of The Blackstone

Group and Wellspring Capital Management Mr Spinner previously had served as PFGs President and

Chief Operating Officer beginning in May 2005 Mr Spinner served as PFGs Senior Vice President

and Chief Executive OfficerBroadline Division from February 2002 to May 2005 and as PFGs

Broadline Division President from August 2001 to February 2002

Mark Shamber has served as Senior Vice President since May 2009 and Chief Financial Officer

and Treasurer since October 2006 From October 2006 to May 2009 Mr Shamber also served as Vice
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President Mr Shamber previously served as our Vice President Chief Accounting Officer and Acting

Chief Financial Officer and Treasurer from January 2006 until October 2006 as Vice President and

Corporate Controller from August 2005 to October 2006 and as our Corporate Controller from June

2003 until August 2005 From February 1995 until June 2003 Mr Shamber served in various positions

of increasing responsibility up to and including senior manager within the assurance and advisory

business systems practice at the international accounting firm of Ernst Young LLP

Joseph Traficanti has served as our Senior Vice President General Counsel Chief Compliance

Officer and Corporate Secretary since April 2009 Prior to joining the Company Mr Traficanti served

as Senior Vice President General Counsel Chief Compliance Officer and Corporate Secretary of PFG
from November 2004 until April 2009

Sean Griffin has served as our Senior Vice President National Distribution since January 2010

Prior to joining the Company Mr Griffin was East Region Broadline President of PFG In this role he

managed over 10 divisions and $2 Billion in sales Previously he served as President of PFG
Springfield MA from 2003 until 2008 He began his career with Sysco Corporation in 1986 and has

held various leadership positions in the foodservice distribution industry with U.S Foodservice Alliant

Foodservice and Sysco Corporation

John Stern has served as our Senior Vice President and Chief Information Officer since January

2008 Prior to joining us Mr Stern served in various positions of increasing responsibility up to and

including Chief Information Officer at Take Two Interactive Software Inc from October 2003 to

September 2007 and Deloitte Touche LLP from December 1999 to October 2003

Thonzas Dziki has served as our Senior Vice President Chief Human Resource and

Sustainability Officer since August 2010 Prior to August 2010 Mr Dziki served as our Senior Vice

President of Sustainable Development since January 2010 as our Vice President of Sustainable

Development since March 2007 and as National Vice President of Real Estate and Construction since

August 2006 Prior to that time Mr Dziki had served as President of Woodstock Farms Manufacturing

and Select Nutrition from December 2004 until August 2006 Corporate Vice President of Special

Projects from December 2003 to November 2004 and as our Manager of Special Projects from May
2002 to December 2003 Prior to joining us Mr Dziki served as private consultant to our company
our subsidiaries Woodstock Farms Manufacturing NRG Alberts and our predecessor company

Cornucopia Natural Foods Inc from 1995 to May 2002

David Matthews has served as our President of UNFI International with responsibility for our

Canadian and other international operations since September 2010 From June 2009 to September 2010

he was our President of the Eastern Region Prior to joining the Company Mr Matthews served as

President and CEO of Progressive Group Alliance ProGroup wholly owned subsidiary of PFG

from January 2007 to May 2009 as Chief Financial Officer of ProGroup from December 2004 to

January 2007 and as Senior Vice President of Finance and Technology of ProGroup from July 2000 to

December 2004

Kurt Luttecke has served as our President of the Western Region since June 2009 Mr Luttecke

served as our President of our Alberts Organics division from June 2007 to June 2009 Prior to joining

the Company Mr Luttecke spent 16 years at Wild Oats serving as its Vice President of Perishables

from 2006 to June 2007 Vice President of Meat/Seafood Food Service Supply Chain from 2004 to

2006 Director of Perishables from 2001 to 2004 and Director of Operations from 1995 to 2001

Thomas Grillea has served as our President of Woodstock Farms Manufacturing since May 2009

President of NRG since May 2008 and President of Select Nutrition since September 2007 Mr Grillea

served as our General Manager for Select Nutrition from September 2006 to September 2007 Prior to

joining the Company Mr Grillea served in management capacity for Whole Foods Market from 2004

through 2005 and in various management capacities for American Health and Diet Centers and the

Vitamin Shoppe from 1998 through 2003
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ITEM 1A RISK FACTORS

Our business financial condition and results of operations are subject to various risks and

uncertainties including those described below and elsewhere in this Annual Report on Form 10-K This

section discusses factors that individually or in the aggregate we think could cause our actual results to

differ materially from expected and historical results Our business financial condition or results of

operations could be materially adversely affected by any of these risks

We note these factors for investors as permitted by the Private Securities Litigation Reform Act of

1995 You should understand that it is not possible to predict or identify all such factors Consequently

you should not consider the following to be complete discussion of all potential risks or uncertainties

applicable to our business See Item Managements Discussion and Analysis of Financial Condition

and Results of OperationsForward-Looking Statements

We depend heavily on our principal customer and our success is heavily dependent on our principal

customers ability to grow its business

Our ability to maintain close mutually beneficial relationship with our largest customer Whole

Foods Market is an important element to our continued growth in October 2006 we announced

seven-year distribution agreement with Whole Foods Market which commenced on September 26

2006 under which we serve as the primary U.S distributor to Whole Foods Market in the regions

where we previously so served In January 2007 we expanded our hole Foods Market relationship in

the Southern Pacific region of the United States In August 2007 Whole Foods Market and Wild Oats

Markets completed their merger as result of which Wild Oats Markets became wholly-owned

subsidiary of Whole Foods Market We service all of the stores previously owned by Wild Oats Markets

and now owned by Whole Foods Market under the terms of our distribution agreement with Whole

Foods Market In June 2010 we amended our distribution agreement with Whole Foods Market to

extend the term for an additional seven years such that the agreement now expires September 25

2020

In July 2010 we entered into an asset purchase agreement with Whole Foods Market

Distribution Inc Whole Foods Market affiliate pursuant to which we have agreed to acquire certain

distribution and related assets previously used in their self-distribution of non-perishables leases and

employees and have undertaken to become Whole Foods Markets primary distributor in its Rocky
Mountain and Southwest regions The transaction which is expected to close in late September 2010

with respect to the Southwest region and October 2010 with respect to the Rocky Mountain Region is

subject to the satisfaction of certain customary closing conditions and we cannot assure you that it will

be consummated Additionally achieving the increased revenues and operating profit anticipated from

servicing the Rocky Mountain and Southwest regions of Whole Foods Market depends on timely

efficient and successful execution of number of post-acquisition events and our ability to successfully

deploy our operational initiatives in these regions Whole Foods Market accounted for approximately

35% of our net sales in 2010 As result of this concentration of our customer base the loss or

cancellation of business from Whole Foods Market including from increased distribution to their own

facilities or closures of stores could materially and adversely affect our business financial condition or

results of operations Similarly if Whole Foods Market is not able to grow its business including as

result of reduction in the level of discretionary spending by its customers our business financial

condition or results of operations may he materially and adversely affected

Our operations are sensitive to economic downturns

The grocery industry is sensitive to national and regional economic conditions and the demand for

the products that we distribute particularly our specialty products may be adversely affected from time

to time by economic downturns that impact consumer spending including discretionary spending
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Future economic conditions such as employment levels business conditions interest rates energy and

fuel costs and tax rates could reduce consumer spending or change consumer purchasing habits Among
these changes could be reduction in the number of natural and organic products that consumers

purchase where there are non-organic or conventional alternatives given that many natural and

organic products and particularly natural and organic foods often have higher retail prices than do

their conventional counterparts

Our business is low margin business and our profit margins may decrease due to consolidation in the

grocery industry

The grocery distribution industry generally is characterized by relatively high volume of sales with

relatively low profit margins The continuing consolidation of retailers in the natural products industry

and the growth of supernatural chains may reduce our profit margins in the future as more customers

qualify for greater volume discounts and we experience pricing pressures from both ends of the supply

chain Over the last twelve months we have increased our sales to our supernatural chain and

conventional supermarket customers in relation to our total sales Sales to these customers generate

lower gross margin than do sales to our independent customers Many of these customers including

our largest customer have agreements with us that include volume discounts As the amounts these

customers purchase from us increase the price
that they pay for the products they purchase is reduced

putting downward
pressure on our gross margins on these sales To compensate for these lower gross

margins we must reduce the expenses we incur to service these customers If we are unable to reduce

our expenses including our expenses related to servicing this lower
gross margin business our business

financial condition or results of operations could he adversely impacted

Our customers generally are not obligated to continue purchasing products from us

Many of our customers buy from us under purchase orders and we generally do not have

agreements with or commitments from these customers for the purchase of products We cannot assure

you that our customers will maintain or increase their sales volumes or orders for the products supplied

by us or that we will be able to maintain or add to our existing customer base Decreases in our

customers sales volumes or orders for products supplied by us may have material adverse effect on

our business financial condition or results of operations

We have significant competition from variety of sources

We operate in competitive markets and our future success will be largely dependent on our ability

to provide quality products and services at competitive prices Bidding for contracts or arrangements

with customers particularly within the supernatural
chain and conventional supermarket channels is

highly competitive and distributors may market their services to particular customer over long

period of time before they are invited to bid Our competition comes from variety of sources

including other distributors of natural and specialty food and non-food products as well as specialty

grocery
and mass market grocery distributors and retail customers that have their own distribution

channels We cannot assure you that mass market grocery distributors will not increase their emphasis

on natural products and more directly compete with us including through self-distribution of particular

items or purchases of particular items directly from suppliers or that new competitors will not enter the

market These distributors may have been in business longer than we have may have substantially

greater financial and other resources than we have and may be better established in their markets We

cannot assure you that our current or potential competitors will not provide products or services

comparable or superior to those provided by us or adapt more quickly than we do to evolving industry

trends or changing market requirements It is also possible that alliances among competitors may

develop and rapidly acquire significant market share or that certain of our customers will increase self

distribution to their own retail facilities Increased competition may result in price reductions reduced
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gross margins and loss of market share any of which could materially adversely affect our business

financial condition or results of operations We cannot assure you that we will be able to compete

effectively against current and future competitors

Our investment in information technology may not result in the anticipated benefits

Much of our sales growth is occurring in our lower gross margin supernatural and conventional

supermarket channels In order to attempt to reduce operating expenses in these channels and increase

operating efficiencies we have aggressively
invested in the development and implementation of new

information technology We may not be able to implement these technological changes in the time

frame that we have planned and delays in implementation could negatively impact our business

financial condition or results of operations In addition the costs to make these changes may exceed

our estimates and will exceed the benefits during the early stages of implementation Even if we are

able to implement the changes as planned and within our cost estimates we may not be able achieve

the expected efficiencies and cost savings from this investment which could have an adverse effect on

our business financial condition or results of operations

Failure by us to develop and operate reliable technology platform could negatively impact our

business

Our ability to decrease costs and increase profits as well as our ability to serve customers most

effectively depends on the reliability of our technology platform We use software and other technology

systems among other things to generate
and select orders to load and route trucks and to monitor

and manage our business on day-to-day basis Any disruption to these computer systems could

adversely impact our customer service decrease the volume of our business and result in increased

costs negatively affecting our business financial condition or results of operations

We have experienced losses due to the uncollectibility of accounts receivable in the past
and could

experience increases in such losses in the future if our customers are unable to timely pay their debts

to us

Certain of our customers have from time to time experienced bankruptcy insolvency and/or an

inability to pay their debts to us as they come due If our customers suffer significant financial

difficulty they may be unable to pay their debts to us timely or at all which could have material

adverse effect on our business financial condition or results of operations It is possible that customers

may reject their contractual obligations to us under bankruptcy laws or otherwise Significant customer

bankruptcies could further adversely affect our revenues and increase our operating expenses by

requiring larger provisions for bad debt In addition even when our contracts with these customers are

not rejected if customers are unable to meet their obligations on timely basis it could adversely

affect our ability to collect receivables Further we may have to negotiate significant discounts and/or

extended financing terms with these customers in such situation each of which could have material

adverse effect on our business financial condition results of operations or cash flows During periods

of economic weakness like those we are currently experiencing small to medium-sized businesses like

many of our independently owned natural products retailer customers may be impacted more severely

and more quickly than larger businesses Consequently the ability of such businesses to repay their

obligations to us may deteriorate and in some cases this deterioration may occur quickly which could

adversely impact our business financial condition or results of operations

Our acquisition strategy nzay adversely affect our business and our recent expansion into Canada may

not be successful

In June 2010 we entered the Canadian market with UNFI Canadas acquisition of the SDG assets

of SunOpta the SunOpta Transaction We cannot assure you that the SunOpta Transaction or our
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subsequent growth if any in the Canadian market will enhance our financial performance Our ability

to achieve the expected benefits of this acquisition will depend on among other things our ability to

effectively translate our business strategies into new geographic market with more rigid ingredient

requirements for the products we distribute and dual labeling requirement that reduces the number
of products we are likely to sell in comparison to the U.S market our ability to retain and assimilate

the SunOpta employees that became employees of ours our ability to retain customers and suppliers

the adequacy of our implementation plans our ability to maintain our financial and internal controls

and systems as we expand into Canada the ability of our management to oversee and operate

effectively the combined operations and our ability to achieve desired operating efficiencies and sales

goals The integration of SunOptas business that we acquired might also cause us to incur unforeseen

costs which would lower our future earnings and would prevent us from realizing the expected benefits

of this acquisition Failure to achieve these anticipated benefits could result in reduction in the price

of our common stock as well as in increased costs decreases in the amount of expected revenues and

diversion of managements time and energy and could materially and adversely impact our business

financial condition or results of operations

We also continually evaluate opportunities to acquire other companies To the extent that our

future growth includes acquisitions we cannot assure you that we will successfully identify suitable

acquisition candidates consummate such potential acquisitions integrate any acquired entities or

successfully expand into new markets as result of our acquisitions We believe that there are risks

related to acquiring companies including overpaying for acquisitions losing key employees of acquired

companies and failing to achieve potential synergies Additionally our business could be adversely

affected if we are unable to integrate the companies acquired in our acquisitions and mergers

significant portion of our past growth has been achieved through acquisitions of or mergers

with other distributors of natural products Our recent Canadian acquisition and future acquisitions if

any may have material adverse effect on our results of operations particularly in periods immediately

following the consummation of those transactions while the operations of the acquired business are

being integrated with our operations Achieving the benefits of acquisitions depends on timely efficient

and successful execution of number of post-acquisition events including successful integration of the

acquired entity Integration requires among other things

maintaining the customer base

optimizing delivery routes

coordinating administrative distribution and finance functions and

integrating management information systems and personnel

The integration process could divert the attention of management and any difficulties or problems

encountered in the transition process could have material adverse effect on our business financial

condition or results of operations In particular the integration process may temporarily redirect

resources previously focused on reducing product cost resulting in lower gross profits in relation to

sales In addition the process of combining companies could cause the interruption of or loss of

momentum in the activities of the respective businesses which could have an adverse effect on their

combined operations

In connection with our recent Canadian acquisition and the acquisitions of businesses in the

future if any we may decide to consolidate the operations of any acquired business with our existing

operations or make other changes with respect to the acquired business which could result in special

charges or other expenses Our results of operations also may be adversely affected by expenses we

incur in making acquisitions by amortization of acquisition-related intangible assets with definite lives

and by additional depreciation attributable to acquired assets Any of the businesses we acquire may
also have liabilities or adverse operating issues including some that we fail to discover before the
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acquisition and our indemnity for such liabilities may also be limited Additionally our ability to make

any future acquisitions may depend upon obtaining additional financing We may not be able to obtain

additional financing on acceptable terms or at all To the extent that we seek to acquire other

businesses in exchange for our common stock fluctuations in our stock price could have material

adverse effect on our ability to complete acquisitions

We may have difficulty managing our growth

The growth in the size of our business and operations has placed and is expected to continue to

place significant strain on our management Our future growth may be limited by our inability to

acquire new distribution facilities or expand our existing distribution facilities make acquisitions

successfully integrate acquired entities implement information systems initiatives or adequately manage

our personnel Our future growth is limited in part by the size and location of our distribution centers

As we near maximum utilization of given facility or maximize our processing capacity operations may

be constrained and inefficiencies have been and may be created which could adversely affect our

results of operations unless the facility is expanded volume is shifted to another facility or additional

processing capacity is added Conversely as we add additional facilities or expand existing operations or

facilities excess capacity may be created Any excess capacity may also create inefficiencies and

adversely affect our results of operations We cannot assure you that we will be able to successfully

expand our existing distribution facilities or open new distribution facilities in new or existing markets

as needed to facilitate growth Even if we are able to expand our distribution network our ability to

compete effectively and to manage future growth if any will depend on our ability to continue to

implement and improve operational financial and management information systems on timely basis

and to expand train motivate and manage our work force We cannot assure you that our existing

personnel systems procedures and controls will be adequate to support the future growth of our

operations Our inability to manage our growth effectively could have material adverse effect on our

business financial condition or results of operations

In creased fuel costs may adversely affuct our results of operations

Increased fuel costs may have negative impact on our results of operations The high cost of

diesel fuel can increase the price we pay for products as well as the costs we incur to deliver products

to our customers These factors in turn may negatively impact our net sales margins operating

expenses and operating results To manage this risk we have in the past periodically entered and may
in the future periodically enter into heating oil derivative contracts to hedge portion of our projected

diesel fuel requirements Heating crude oil prices have highly correlated relationship to fuel prices

making these derivatives effective in offsetting changes in the cost of diesel fuel We are not party to

any commodity swap agreements and as result our exposure to volatility in the price of diesel fuel

has increased relative to our exposure to volatility in prior periods in which we had outstanding heating

oil derivative contracts We do not enter into fuel hedge contracts for speculative purposes We may
however periodically enter into forward purchase commitments for portion of our projected monthly

diesel fuel requirements As of July 31 2010 we had forward diesel fuel commitments totaling

approximately $6.7 million through July 2011 Our commitments through July 2011 were entered into at

prevailing rates during May 2010 If fuel prices decrease significantly these forward purchases may

prove ineffective and result in us paying higher than the then market costs for portion of our diesel

fuel We also maintain fuel surcharge program which allows us to pass some of our higher fuel costs

through to our customers We cannot guarantee that we will continue to be able to pass comparable

proportion or any of our higher fuel costs to our customers in the future which may adversely affect

our business financial condition or results of operations
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Disruption of our distribution network could adversely affect our business

Damage or disruption to our distribution capabilities due to weather natural disaster fire

terrorism pandemic strikes the financial and/or operational instability of key suppliers or other

reasons could impair our ability to distribute our products To the extent that we are unable or it is not

financially feasible to mitigate the likelihood or potential impact of such events or to manage

effectively such events if they occur there could he an adverse effect on our business financial

condition or results of operations

The cost of the capital available to us and any limitations on our ability to access additional capital

may have material adverse ejfrct on our business financial condition or results of operations

We have $400 million secured revolving credit facility which matures on November 27 2012 and

under which borrowings accrue interest at our option at either the base rate the applicable prime

lending rate of Bank of America Business Capital as announced from time to time or ii the

one-month London Interbank Offered Rate LIBOR plus 0.75% As of July 31 2010 our borrowing

base based on accounts receivable and inventory levels and described more completely below under

Managements Discussion and Analysis of Financial Condition and Results of OperationsLiquidity

and Capital Resources was $397.1 million with remaining availability of $133.2 million We have

term loan agreement in the principal amount of $75 million secured by certain real property The term

loan is repayable over seven years
based on fifteen-year amortization schedule Interest on the term

loan accrues at one-month LIBOR plus 1.0% As of July 31 2010 $51.8 million was outstanding under

the term loan agreement

In order to maintain our profit margins we rely on strategic investment buying initiatives such as

discounted bulk purchases which require spending significant amounts of working capital up front to

purchase products that we will sell over multi-month time period in the event that our cost of capital

increases such as during period in which we are not in compliance with the fixed charge coverage

ratio covenants under our revolving credit facility and our term loan agreement or our ability to

borrow funds or raise equity capital is limited we could suffer reduced profit margins and be unable to

grow our business organically or through acquisitions which could have material adverse effect on

our business financial condition or results of operations

Our debt agreements contain restrictive covenants that may linjit our operating flexihilTh

Our debt agreements contain financial covenants and other restrictions that limit our operating

flexibility limit our flexibility in planning for or reacting to changes in our business and make us more

vulnerable to economic downturns and competitive pressures Our indebtedness could have significant

negative consequences including

increasing our vulnerability to general adverse economic and industry conditions

limiting our ability to obtain additional financing

limiting our flexibility in planning for or reacting to changes in our business and the industry in

which we compete and

placing us at competitive disadvantage compared to competitors with less leverage or better

access to capital resources

In addition each of our credit facility and term loan requires that we comply with various financial

tests and imposes certain restrictions on us including among other things restrictions on our ability to

incur additional indebtedness create liens on assets make loans or investments or pay dividends

Failure to comply with these covenants could have an adverse affect on our business financial

condition or results of operations
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Our operating results are subject to significant fluctuations

Our operating results may vary significantly from period to period due to

demand for our products including as result of seasonal fluctuations

changes in our operating expenses including fuel and insurance expenses

managements ability to execute our business and growth strategies

changes in customer preferences including levels of enthusiasm for health fitness and

environmental issues

fluctuation of natural product prices due to competitive pressures

personnel changes

general economic conditions

supply shortages including lack of an adequate supply of high-quality agricultural products due

to poor growing conditions natural disasters or otherwise

volatility in prices of high-quality agricultural products resulting from poor growing conditions

natural disasters or otherwise and

future acquisitions particularly in periods immediately following the consummation of such

acquisition transactions while the operations of the acquired businesses are being integrated into

our operations

Due to the foregoing factors we believe that period-to-period comparisons of our operating results

may not necessarily be meaningful and that such comparisons cannot he relied upon as indicators of

future performance

We are subject to significant governmental regulation

Our business is highly regulated at the federal state and local levels and our products and

distribution operations require various licenses permits and approvals In particular

the products that we distribute in the United States are subject to inspection by the U.S Food

and Drug Administration

our warehouse and distribution facilities are subject to inspection by the U.S Department of

Agriculture and state health authorities and

the U.S Department of Transportation and the U.S Federal Highway Administration regulate

our U.S trucking operations

Our Canadian operations are similarly subject to extensive regulation including the French and

English dual labeling requirements applicable to products that we distribute in Canada The loss or

revocation of any existing licenses permits or approvals or the failure to obtain any additional licenses

permits or approvals in new jurisdictions where we intend to do business could have material adverse

effect on our business financial condition or results of operations In addition as distributor and

manufacturer of natural organic and specialty foods we are subject to increasing governmental

scrutiny of and public awareness regarding food safety and the sale packaging and marketing of natural

and organic products Compliance with these laws may impose significant burden on our operations

If we were to manufacture or distribute foods that are or are perceived to he contaminated any

resulting product recalls such as the peanut-related recall in January 2009 and egg recall in August

2010 could have an adverse effect on our business financial condition or results of operations

Additionally concern over climate change including the impact of global warming has led to
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significant U.S and international legislative and regulatory efforts to limit greenhouse gas GHG
emissions Increased regulation regarding GHG emissions especially diesel engine emissions could

impose substantial costs on us These costs include an increase in the cost of the fuel and other energy

we purchase and capital costs associated with updating or replacing our vehicles prematurely Until the

timing scope and extent of such regulation becomes known we cannot predict its effect on our results

of operations It is reasonably possible however that such regulation could impose material costs on us

which we may be unable to pass on to our customers

Product liability claims could have an adverse effect on our business

Like any other distributor and
processor

of food and supplements we face an inherent risk of

exposure to product liability claims if the products we manufacture or sell cause injury or illness We

may be subject to liability which could be substantial because of actual or alleged contamination in

products manufactured or sold by us including products sold by companies before we acquired them

We have and the companies we have acquired have had liability insurance with respect to product

liability claims This insurance may not continue to be available at reasonable cost or at all and may

not be adequate to cover product liability claims against us or against companies we have acquired We

generally seek contractual indemnification from manufacturers but any such indemnification is limited

as practical matter to the creditworthiness of the indemnifying party If we or any of our acquired

companies do not have adequate insurance or contractual indemnification available product liability

claims and costs associated with product recalls including loss of business could have material

adverse effect on our business financial condition or results of operations

We are dependent on number of key executives

Management of our business is substantially dependent upon the services of certain key

management employees Loss of the services of any officers or any other key management employee

could have material adverse effect on our business financial condition or results of operations

Union -organizing activities could cause labor relations difficulties

As of July 31 2010 we had approximately 6.500 full and part-time employees An aggregate
of

approximately 5.4% of our total employees or approximately 350 of the employees at our Auburn

Washington Edison New Jersey Iowa City Iowa and Leicester Massachusetts facilities are covered by

collective bargaining agreements The Edison New Jersey Auburn Washington Leicester

Massachusetts and Iowa City Iowa agreements expire in June 2011 February 2012 March 2013 and

June 2011 respectively We have in the
past

been the focus of union-organizing efforts Most recently

on June 2010 the National Labor Relations Board issued certification of representative notice to

UNFI with respect to its Dayville Connecticut drivers resulting from an election there in late May
2010 Currently UNFI management and the union representing the Dayville Connecticut drivers are

engaged in negotiations of collective bargaining agreement As we increase our employee base and

broaden our distribution operations to new geographic markets our increased visibility could result in

increased or expanded union-organizing efforts Although we have not experienced work stoppage to

date if additional employees were to unionize or we are not successful in reaching agreement with

these employees we could be subject to work stoppages and increases in labor costs either of which

could have material adverse effect on our business financial condition or results of operations



The market price for our common stock may be volatile

In recent periods there has been significant volatility in the market price of our common stock In

addition the market price of our common stock could fluctuate substantially in the future in response
to number of factors including the following

our quarterly operating results or the operating results of other distributors of organic or natural

food and non-food products and of supernatural chains and conventional supermarkets and

other of our customers

changes in general conditions in the economy the financial markets or the organic or natural

food and non-food product distribution industries

changes in financial estimates or recommendations by stock market analysts regarding us or our

competitors

announcements by us or our competitors of significant acquisitions

increases in labor energy fuel costs or the costs of food products

natural disasters severe weather conditions or other developments affecting us or our

competitors

publication of research
reports about us or the organic or natural food and non-food product

distribution industries generally

changes in market valuations of similar companies

additions or departures of key management personnel

actions by institutional stockholders and

speculation in the press or investment community

In addition in recent years the stock market has experienced extreme price and volume

fluctuations This volatility has had significant effect on the market prices of securities issued by many
companies for reasons unrelated to their operating performance These broad market fluctuations may
materially adversely affect our stock price regardless of our operating results

ITEM lB UNRESOLVED STAFF COMMENTS

Not applicable

ITEM PROPERTIES

We maintained twenty eight distribution centers at fiscal
year

end which were utilized by our

wholesale division These facilities including offsite storage space consisted of an aggregate of

approximately 7.6 million square feet of space which we believe
represents the largest capacity of any

distributor within the United States in the natural organic and specialty products industry
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Set forth below for each of our distribution facilities is its location and the date on which our lease

will expire for those distribution facilities that we do not own

Location Lease Expiration

Atlanta Georgia
Owned

Auburn California Owned

Auburn Washington August 2019

Aurora Colorado January 2013

Bridgeport New Jersey
Owned

Burnaby British Columbia October 2013

Charlotte North Carolina September 2019

Chesterfield New Hampshire Owned

Concord Ontario December 2014

Dayville Connecticut Owned

Fontana California February 2012

Greenwood Indiana Owned

Harrison Arkansas Owned

Iowa City Iowa Owned

Lancaster Texas July 2020

Leicester Massachusetts November 2011

Moreno Valley California July 2023

Mounds View Minnesota November 2011

New Oxford Pennsylvania
Owned

Philadelphia Pennsylvania January 2014

Richmond British Columbia August 2022

Ridgefield Washington Owned

Rocklin California Owned

Sarasota Florida July 2017

Scotstown Quebec Owned

St Laurent Quebec June 2011

Vernon California Owned

York Pennsylvania May 2020

We lease facilities to operate
twelve retail stores through our NRG division in Florida Maryland

and Massachusetts and one retail store through our UNFI Canada division each with various lease

expiration dates We also lease processing and manufacturing facility in Edison New Jersey with

lease expiration date of March 31 2013 We will be assuming lease expiring July 2013 for

143000 square foot distribution center in Denver Colorado in connection with our servicing of Whole

Foods Markets Rocky Mountain region

We lease office
space

in Santa Cruz California Chesterfield New Hampshire Uniondale New

York Richmond Virginia and Providence Rhode Island the site of our corporate headquarters Our

leases have been entered into upon terms that we believe to be reasonable and customary We own

office space in Dayville Connecticut

We also lease warehouse facility in Minneapolis Minnesota that we acquired in connection with

our acquisition of Roots Fruits Produce Cooperative in 2005 This facility is currently being

subleased under an agreement that expires concurrently with our lease termination in November 2016

We also lease offsite storage space
in Aurora Colorado
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ITEM LEGAL PROCEEDINGS

From time to time we are involved in routine litigation that arises in the ordinary course of our

business There are no pending material legal proceedings to which we are party or to which our

property is subject

ITEM SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS REMOVED AND
RESERVED
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PART II

ITEM MARKET FOR THE REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER

MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on the Nasdaq Global Select Market under the symbol UNFI
Our common stock began trading on the Nasdaq Stock Market on November 1996

The following table sets forth for the fiscal periods indicated the high and low sale prices per

share of our common stock on the Nasdaq Global Select Market

Fiscal 2010 High LOW

First Quarter $28.28 $23.03

Second Quarter 29.35 23.29

Third Quarter 31.35 24.71

Fourth Quarter 35.12 28.92

Fiscal 2009

First Quarter $28.70 $16.57

Second Quarter 22.75 15.46

Third Quarter 24.10 12.83

Fourth Quarter 27.52 21.86

On July 31 2010 we had approximately 91 stockholders of record The number of record holders

may not be representative of the number of beneficial holders of our common stock because

depositories brokers or other nominees hold many shares

We have never declared or paid any cash dividends on our capital stock We anticipate that all of

our earnings in the foreseeable future will be retained to finance the continued growth and

development of our business and we have no current intention to pay cash dividends Our future

dividend policy will depend on our earnings capital requirements and financial condition requirements

of the financing agreements to which we are then party and other factors considered relevant by our

Board of Directors Additionally the terms of our existing revolving credit facility restrict us from

making any cash dividends unless certain conditions and financial tests are met

The following table provides
information on shares repurchased by the Company during the fourth

quarter
ended July 31 2010 For the periods presented the shares repurchased were withheld to cover

certain employee tax withholding obligations on the vesting of restricted stock awards

Maximum Number

Total Number of or Approximate

Shares Purchased Dollar Value of

as part of Shares that May

Total Number Publicly Yet Be Purchased

of Shares Average Price Announced Under the Plan

Period Repurchased Paid per Share Plans or Programs or Programs

May 2010June 2010

June 2010July 2010 298 $30.59

July 2010July 31 2010

Total 298 $30.59

Comparative Stock Performance

The graph below compares the cumulative total stockholder return on our common stock for the

last five fiscal years
with the cumulative total return on an index of Food Service Distributors and

Grocery Wholesalers and ii The NASDAQ Composite Index The comparison assumes the investment

26



of $100 on July 31 2005 in our common stock and in each of the indices and in each case assumes
reinvestment of all dividends The stock price performance shown below is not necessarily indicative of
future performance

The index of Food Service Distributors and Grocery Wholesalers referred to below as the Peer
Group includes Nash Finch Company SuperValu Inc and SYSCO Corporation PFG was removed
from the Peer Group in 2008

following its acquisition by another company
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COMPARISON OF YEAR CUMULATWE TOTAL RETURN
Among United Natural Foods Inc the NASDAQ Composite Index
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United Natural Foods Inc

NASDAQ Composite

-G Index of Food Distributors and Wholesalers

$100 invested on 7/31/05 in stock or index including reinvestment of dividends Index calculated on
mont/i-end basis

-0-
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ITEM SELECTED CONSOLIDATED FINANCIAL DATA

Includes the effect of acquisitions from the date of acquisition

The selected consolidated financial data presented below are derived from our consolidated

financial statements which have been audited by KPMG LLP our independent registered public

accounting firm The historical results are not necessarily indicative of results to be expected for any

future period The following selected consolidated financial data should be read in conjunction
with

and is qualified by reference to Item Managements Discussion and Analysis of Financial Condition

and Results of Operations and our Consolidated Financial Statements and Notes thereto included

elsewhere in this Annual Report on Form 10-K

Consolidated Statement of Income Data1
August August July 28

2009 2008 2007

In thousands except per share data

$3454900 $2754280

2.794419 _________
2244702

660481 509578

550560 415337

756

550560
_________

416093

109921 93485

July 31
2010

$3757139

3060.208

696931

582.029

582029

114902

5845

247
2698

2900

112002

43681

68321

$3365857

2731965

633.892

541413

541413

92479

16133

768
82

15.283

77196

28717

48479

July 29
2006

$2433594

1967684

465910

385982

385982

79928

11.210

297
381

10532

69396

26119

43.277

9914

450
275

9.739

100182

40998

59184

Net sales

Cost of sales

Gross profit

Operating expenses

Impairment on assets held for sale

Total operating expenses

Operating income

Other expense income
Interest expense

Interest income

Other net

Total other expense

Income before income taxes

Provision for income taxes

Net income

Per share dataBasic

Net income

Weighted average basic shares of

common stock

Per share dataDiluted

Net income

Weighted average diluted shares of

common stock

Consolidated Balance Sheet Data

Working capital

Total assets

Total long term debt and capital

leases excluding current portion

Total stockholders equity

12089

975
156

11270

82.215

32.062

50153

1.58 1.38

43184 42849

1.14 1.18 1.04

42.690 42445 41682

1.57 1.38 1.13 1.17 $1.02

43.425 42993

July 31 August
2010 2009

194.190 169053

1250799 1058550

__ 4286 404

August
2008

In thousands

110897

1084483

July 28
2007

216518

800898

48433

630447

53858

544472

July 29
2006

182931

704551

59716

363474
58485 65.067

480050 426795
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ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with our consolidated financial

statements and the notes thereto appearing elsewhere in this Annual Report on Form 10-K

Forward-Looking Statements

This Annual Report on Form 10-K and the documents incorporated by reference in this Annual

Report on Form 10-K contain forward-looking statements that involve substantial risks and

uncertainties In some cases you can identify these statements by forward-looking words such as

anticipate believe could estimate expect intend may plans goal seek
should will and would or similar words You should read statements that contain these words

carefully because they discuss future expectations contain projections of future results of operations or

of financial positions or state other forward-looking information The important factors listed under

Part Item 1A Risk Factors as well as any cautionary language in this Annual Report on

Form 10-K provide examples of risks uncertainties and events that may cause our actual results to

differ materially from the expectations described in these forward-looking statements You should be

aware that the occurrence of the events described under Risk Factors and elsewhere in this Annual

Report on Form 10-K could have an adverse effect on our business results of operations or financial

condition

Any forward-looking statements in this Annual Report on Form 10-K and the documents

incorporated by reference in this Annual Report on Form 10-K are not guarantees of future

performance and actual results developments and business decisions may differ from those envisaged

by such forward-looking statements possibly materially We do not undertake to update any

information in the foregoing reports until the effective date of our future reports required by applicable

laws Any projections of future results of operations should not be construed in any manner as

guarantee that such results will in fact occur These projections are subject to change and could differ

materially from final reported results We may from time to time update these publicly announced

projections but we are not obligated to do so

Overview

We believe we are the leading national distributor of natural organic and specialty foods and

non-food products in the United States and Canada We
carry more than 60000 high-quality natural

organic and specialty foods and non-food products consisting of national brands regional brands

private label and master distribution products in six product categories grocery and general

merchandise produce perishables and frozen foods nutritional supplements and sports nutrition bulk

and food service products and personal care items We serve more than 23000 customer locations

primarily located across the United States and Canada the majority of which can be classified into one

of the following categories independently owned natural products retailers which include buying clubs

supernatural chains which consist solely of Whole Foods Market conventional supermarkets which

include mass market chains and other which includes foodservice and international

Our operations are comprised of three principal operating divisions These operating divisions are

our wholesale division which includes our broadline natural and organic distribution business

UNFI Specialty which is our specialty distribution business Alberts which is leading

distributor of organically grown produce and perishable items and Select Nutrition which

distributes vitamins minerals and supplements

our retail division consisting of the Natural Retail Group which operates our 12 natural

products retail stores within the United States and
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our manufacturing division consisting of Woodstock Farms Manufacturing which specializes in

the importation roasting packaging and distribution of nuts dried fruit seeds trail mixes

granola natural and organic snack items and confections and our Blue Marble Brands product

lines

in recent years our sales to existing and new customers have increased through the continued

growth of the natural and organic products industry in general increased market share through our

high quality service and broader product selection including specialty products and the acquisition

of or merger with natural and specialty products distributors the expansion of our existing distribution

centers the construction of new distribution centers and the development of our own line of natural

and organic branded products Through these efforts we believe that we have been able to broaden

our geographic penetration expand our customer base enhance and diversify our product selections

and increase our market share

We have been the primary distributor to Whole Foods Market for more than 12 years Effective

June 2010 we amended our distribution agreement with Whole Foods Market to extend the term of

the agreement for an additional seven years Under the terms of the amended agreement we will

continue to serve as the primary wholesale natural grocery distributor to Whole Foods Market in its

United States regions where we were serving as the primary distributor at the time of the amendment

The amendment extended the expiration
date of the agreement from September 25 2013 to

September 25 2020 On July 28 2010 we announced that we had entered into an asset purchase

agreement under which we have agreed to acquire certain distribution and related assets of Whole

Foods Market Distribution inc previously used in their self distribution of non-perishables in their

Rocky Mountain and Southwest regions and have undertaken to become the primary distributor in

these regions Consummation of the transaction is subject to certain customary closing conditions and

is expected to occur in late September 2010 in the case of the Southwest region and early October 2010

in the case of the Rocky Mountain region Following the closing of this transaction we will serve as the

primary distributor to Whole Foods Market in all of its regions in the United States In 2007 our

relationship with Whole Foods Market was expanded to cover the former Wild Oats Markets stores

retained by Whole Foods Market following Whole Foods Markets merger with Wild Oats Markets We

had served as the primary distributor of natural and organic foods and non-food products to Wild Oats

Market prior to the merger Whole Foods Market accounted for approximately 35% and 33% of our

net sales for the years ended July 31 2010 and August 2009 respectively

On June 11 2010 we acquired the SDG assets of SunOpta through our wholly-owned subsidiary

UNFI Canada for cash consideration of $65.8 million With the acquisition we became the largest

distributor of natural organic and specialty foods including kosher foods in Canada This was

strategic acquisition as UNFI Canada provides us with an immediate platform for growth in the

Canadian market

On November 2007 we acquired DHI for total cash consideration of $85.5 million consisting of

the $84.0 million purchase price and $1.5 million of related transaction fees subject to certain

adjustments set forth in the merger agreement UNFI Specialty operates distribution centers located in

Massachusetts and Arkansas with customers throughout the United States Through UNF1 Specialtys

two distribution centers which provide approximately 1.4 million square feet of warehouse space as

well as our broadline distribution centers where we have integrated specialty products we distribute

specialty food items including ethnic kosher gourmet organic and natural foods health and beauty

care items and other non-food items We believe that the acquisition
of DHI accomplished certain of

our strategic objectives including accelerating our expansion into number of high-growth business

segments and establishing immediate market share in the fast-growing specialty foods market Due to

our expansion into specialty foods we gained new business with number of conventional

supermarkets during fiscal 2010 We believe that UNFI Specialtys customer base enhances our
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conventional supermarket business channel and that our complementary product lines continue to

present opportunities for cross-selling

In order to maintain our market leadership and improve our operating efficiencies we seek to

continually

expand our marketing and customer service programs across regions

expand our national purchasing opportunities

offer broader product selection

offer operational
excellence with high service levels and higher percentage of on-time

deliveries

centralize general and administrative functions to reduce expenses

consolidate systems applications among physical locations and regions

increase our investment in people facilities equipment and technology

integrate administrative and accounting functions and

reduce the geographic overlap between regions

Our continued growth has allowed us to expand our existing facilities and open new facilities to

achieve increasing operating efficiencies We have made significant capital expenditures and incurred

considerable expenses in connection with the opening and expansion of our facilities We have

increased our distribution capacity to approximately 7.6 million square
feet We opened our Sarasota

Florida warehouse in the first
quarter

of fiscal 2008 in order to reduce the geographic area served by

our Atlanta Georgia facility Our 237000 square foot distribution center in Ridgefield Washington

commenced operations in December 2007 and serves as regional distribution hub for customers in

Portland Oregon and other Northwest markets Our 613000 square foot distribution center in Moreno

Valley California commenced operations
in September 2008 and serves our customers in Southern

California Arizona Southern Nevada Southern Utah and Hawaii Our newly leased 675000 square

foot distribution center in York Pennsylvania commenced operations in January 2009 and replaces our

New Oxford Pennsylvania facility serving customers in New York New Jersey Pennsylvania Delaware

Maryland Ohio Virginia and West Virginia In April 2009 we successfully relocated our UNFI

Specialty distribution facility in East Brunswick New Jersey to the York Pennsylvania distribution

center creating our first fully integrated facility offering full assortment of natural organic and

specialty foods Finally in July 2010 we commenced operations at new facility in Lancaster Texas

which began shipping to customers throughout the Southwestern United States including Texas

Oklahoma New Mexico Arkansas and Louisiana in late September 2010

Our net sales consist primarily of sales of natural organic and specialty products to retailers

adjusted for customer volume discounts returns and allowances Net sales also consist of amounts

charged by us to customers for shipping and handling and fuel surcharges The principal components of

our cost of sales include the amounts paid to manufacturers and growers for product sold plus the cost

of transportation necessary to bring the product to our distribution facilities Cost of sales also includes

amounts incurred by us at our manufacturing subsidiary Woodstock Farms Manufacturing for inbound

transportation costs and depreciation
for manufacturing equipment offset by consideration received

from suppliers in connection with the purchase or promotion of the suppliers products Our
gross

margin may not be comparable to other similar companies within our industry that may include all

costs related to their distribution network in their costs of sales rather than as operating expenses We

include purchasing and outbound transportation expenses within our operating expenses rather than in

our cost of sales Total operating expenses include salaries and wages employee benefits including

payments under our Employee Stock Ownership Plan warehousing and delivery selling occupancy
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insurance administrative share-based compensation depreciation and amortization expense Other

expenses income include interest on our outstanding indebtedness interest income and miscellaneous

income and expenses In fiscal 2010 other expense income includes gain of $2.8 million recorded by

the Company in the fourth quarter upon settlement of the forward contract entered into by the

Company to swap U.S dollars for Canadian dollars in connection with the purchase of the SDG assets

in connection with the purchase of the SDG assets

Critical Accounting Policies

The preparation of our consolidated financial statements requires us to make estimates and

judgments that affect the reported amounts of assets liabilities revenues and expenses and related

disclosure of contingent assets and liabilities The Securities and Exchange Commission has defined

critical accounting policies as those that are both most important to the portrayal of our financial

condition and results and require our most difficult complex or subjective judgments or estimates

Based on this definition we believe our critical accounting policies are determining our allowance

for doubtful accounts ii determining our reserves for the self-insured portions of our workers

compensation and automobile liabilities and iii valuing goodwill and intangible assets For all financial

statement periods presented there have been no material modifications to the application of these

critical accounting policies

Allowance for douhtfiul accounts

We analyze customer creditworthiness accounts receivable balances payment history payment

terms and historical bad debt levels when evaluating the adequacy of our allowance for doubtful

accounts In instances where reserve has been recorded for particular customer future sales to the

customer are conducted using either cash-on-delivery terms or the account is closely monitored so that

as agreed upon payments are received orders are released failure to pay results in held or cancelled

orders Our accounts receivable balance was $217.1 million and $179.5 million net of the allowance for

doubtful accounts of $6.3 million and $7.0 million as of July 30 2010 and August 2009 respectively

Our notes receivable balances were $3.3 million and $4.0 million net of the allowance for doubtful

accounts of $1.4 million and $1.9 million as of July 31 2010 and August 2009 respectively

Insurance reserves

It is our policy to record the self-insured portions of our workers compensation and automobile

liabilities based upon actuarial methods of estimating the future cost of claims and related expenses

that have been reported but not settled and that have been incurred but not yet reported Any

projection of losses concerning workers compensation and automobile liability is subject to

considerable degree of variability Among the causes of this variability are unpredictable external

factors affecting litigation trends benefit level changes and claim settlement patterns If actual claims

incurred are greater than those anticipated our reserves may be insufficient and additional costs could

be recorded in our consolidated financial statements Accruals for workers compensation and

automobile liabilities totaled $15.9 million and $14.7 million as of July 31 2010 and August 2009

respectively

Valuation of goodwill and intangible assets

We are required to test goodwill for impairment at least annually and between annual tests if

events occur or circumstances change that would more likely than not reduce the fair value of

reporting unit below its carrying amount We have elected to perform our annual tests for indications

of goodwill impairment during the fourth
quarter

of each fiscal year Based on future expected cash

flows we test for goodwill impairment at the reporting unit level Our reporting units are at or one

level below the operating segment level The goodwill impairment analysis is two-step test The first
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step used to identify potential impairment involves comparing each reporting units estimated fair

value to its carrying value including goodwill Each reporting unit regularly prepares discrete operating

forecasts and uses these forecasts as the basis for the assumptions used in the discounted cash flow

analysis If the estimated fair value of reporting unit exceeds its carrying value goodwill is considered

not to be impaired If the carrying value exceeds estimated fair value there is an indication of potential

impairment and the second step is performed to measure the amount of impairment If required the

second step involves calculating an implied fair value of goodwill for each reporting unit for which the

first step indicated potential impairment The implied fair value of goodwill is determined in manner
similar to the amount of goodwill calculated in business combination by measuring the excess of the

estimated fair value of the reporting unit as determined in the first step over the aggregate estimated

fair values of the individual assets liabilities and identifiable intangibles as if the reporting unit was

being acquired in business combination If the implied fair value of goodwill exceeds the carrying

value of goodwill assigned to the reporting unit there is no impairment If the carrying value of

goodwill assigned to reporting unit exceeds the implied fair value of the goodwill an impairment

charge is recorded for the excess

As of July 31 2010 our annual assessment of each of our reporting units indicated that no

impairment of goodwill existed as the fair value of each reporting unit exceeded its carrying value

Approximately 91% of our goodwill is within our wholesale reporting unit For the wholesale reporting

unit the fair value was more than 50% in excess of its carrying value and none of our reporting units

were considered to be at risk of failing step one of the impairment test Total goodwill as of July 31
2010 and August 2009 was $186.9 million and $164.3 million respectively

Intangible assets with indefinite lives are tested for impairment at least annually and between

annual tests if events occur or circumstances change that would indicate that the value of the asset may
he impaired Impairment is measured as the difference between the fair value of the asset and its

carrying value As of our most recent annual impairment test the fair value of each of our indefinite

lived intangible assets was in excess of its carrying value Our most significant indefinite-lived intangible
asset represents approximately 59% of our total indefinite-lived intangible assets and its fair value was

approximately 69% in excess of its carrying value One of our indefinite-lived intangible assets which

represents approximately 2% of our total indefinite-lived intangible assets had fair value of less than

10% in excess of its respective carrying value The projections used in the impairment assessments for

this asset assume sales growth of approximately 5% per year gross margin improvements of

approximately 10% over the five year projection and operating expenses which
represent slight

improvement over current levels as percentage of sales Total indefinite lived
intangible assets as of

July 31 2010 and August 2009 were $28.8 million and $27.4 million respectively

Intangible assets with finite lives are tested for impairment whenever events or changes in

circumstances indicate that the carrying value may not be recoverable Cash flows expected to be

generated by the related assets are estimated over the assets useful life based on updated projections
If the evaluation indicates that the carrying amount of the asset may not be recoverable the potential

impairment is measured based on projected discounted cash flow model There have been no events

or changes in circumstances indicating that the carrying value of our finite-lived intangibles are not

recoverable during 2010 Total finite-lived intangible assets as of July 31 2010 and August 2009 were

$21.4 million and $10.9 million respectively
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The assessment of the recoverability of goodwill and intangible assets will be impacted if estimated

future cash flows are not achieved

Results of Operations

The following table presents for the periods indicated certain income and expense items

expressed as percentage of net sales

Year ended

July 31 August August

2010 2009 2008

Net sales
100.0% 100.0% 100.0%

Cost of sales
81.5% 80.9% 81.2%

Gross profit
18.5% 19.1% 18%

Operating expenses
15.4% 15.9% 16.1%

Impairment on assets held for sale 0.0% 0.0% 0%

Total operating expenses
15.4% 15.9% 16.1%

Operating income 3.1% 3.2% 7%
Other expense income

Interest expense
0.2% 0.3% 0.5%

Interest income 0.0% 0.0% 0.0%

Other net 0.1% 0.0% 0.0%

Total other expense
0.1% 0.3% 0.5%

Income before income taxes 3.0% 2.9% 2.3%

Provision for income taxes
1.2% 1.2% 0.9%

Net income 1.8% 1.7% 1.4%

Total reflects rounding

Note Our 2008 fiscal year included 53 weeks of operations
while our 2009 and 2010 fiscal years

included 52 weeks of operations

Fiscal year ended July 31 2010 compared to fiscal year ended August 2009

Net Sales

Our net sales for the fiscal year ended July 31 2010 increased approximately 8.7% or

$302.2 million to record $3.8 billion from $3.5 billion for the year ended August 2009 This

increase was primarily due to organic growth sales growth excluding the impact of acquisitions in our

wholesale division of $283.3 million Our organic growth is due to the continued growth of the natural

products industry in general increased market share as result of our focus on service and value

added services and the opening of new and expansion of existing distribution centers which allow us

to carry
broader selection of products In addition to net sales growth attributable to our organic

growth we also benefited from the inclusion of $22.1 million in sales from our acquisition of UNFI

Canada during the fourth quarter
of fiscal 2010 Our improvement in net sales also reflected year over

year improvement in sales of our specialty products which had been negatively
affected by the difficult

economic environment present throughout our 2009 fiscal year In addition we believe that the

integration of our specialty business in certain of our markets has allowed us to attract customers that

we would not have been able to attract without that business as many customers seek single source

for their natural organic and specialty products
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Our net sales by customer type for the years ended July 31 2010 and August 2009 were as

follows in millions

2010 of Total 2009 of Total

Customer Type Net Sales Net Sales Net Sales Net Sales

Independently owned natural products

retailers 1.506 40% $1445 42%

Supernatural chains $1317 35% $1143 33%
Conventional supermarkets 771 21% 691 20%
Other 163 4% 176 5%

Total $3757 100% $3455 100%

Net sales to Whole Foods Market for the year ended July 31 2010 increased by approximately

$174 million or 15.2% and accounted for approximately 35% and 33% of our total net sales for the

years ended July 31 2010 and August 2009 respectively Whole Foods Market is our only

supernatural chain customer following its acquisition of Wild Oats Markets in August 2007 We
continue to sell to the Henrys and Sun Harvest locations that were divested by Whole Foods Market

when it acquired Wild Oats Markets and these sales are classified in the conventional supermarket

channel The increase in sales to Whole Foods Market is primarily due to increases in same-store sales

Net sales to conventional supermarkets for the year ended July 31 2010 increased by

approximately $80 million or 11.6% from fiscal 2009 and represented approximately 21% of total net

sales in fiscal 2010 compared to 20% in fiscal 2009 The increase in net sales to conventional

supermarkets is primarily due to several large new customers that we began servicing during the year

based on our consolidated market strategy of natural organic and specialty from one supplier as well

as $10.2 million of net sales to conventional supermarkets by UNFI Canada

Net sales to our independent retailer channel increased by $61 million or 4.2% during the year

ended July 31 2010 compared to the year ended August 2009 While net sales in this channel have

increased they have grown at slower rate than net sales in our supernatural and conventional

supermarket channels and therefore represent lower percentage of our total net sales

Other net sales which include sales to foodservice and international decreased by approximately

$13 million or 7.4% during the year ended July 31 2010 and accounted for approximately 4% of total

net sales compared to 5% of total net sales for the year ended August 2009

During the second half of fiscal 2010 we began to see steady improvement in our net sales and

reduction in the volatility of net sales as compared to what we experienced throughout our 2009 fiscal

year As we continue to aggressively pursue new customers and as economic conditions continue to

stabilize we expect net sales for fiscal 2011 to improve over fiscal 2010 in both our organic line and

our specialty line We believe that this projected sales growth will come from both sales to new

customers and an increase in the number of products that we sell to existing customers We expect that

most of this growth will occur in our lower gross margin supernatural and conventional supermarket

channels including the impact of becoming Whole Foods Markets primary distributor in its Southwest

and Rocky Mountain regions Although sales to these customers typically generate lower gross margins

than sales to customers within our independent retailer channel they also carry lower average cost to

serve than sales to our independent customers We believe that the integration of our specialty business

in certain of our markets has allowed us to attract customers that we would not have been able to

attract without that business as many customers seek single source for their natural organic and

specialty products We also believe that our further integration of the specialty business in our markets

will continue to allow us to pursue broader array of customers
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Gross Profit

Our gross profit increased approximately 5.5% or $36.4 million to $696.9 million for the year

ended July 31 2010 from $660.5 million for the year ended August 2009 Our gross profit as

percentage of net sales was 18.5% for the year ended July 31 2010 and 19.1% for the year ended

August 2009 The change in gross profit as percentage of net sales is primarily due to the change

in the mix of net sales by channel during 2010 compared to 2009 In addition gross profit as

percentage of net sales during the year ended August 2009 was positively impacted by fuel surcharge

revenues and sales of our branded product lines

Our gross profits are generally higher on net sales to independently owned retailers and lower on

net sales in the conventional supermarket and the supernatural channels For the year ended July 31

2010 approximately $255 million of our total net sales growth was from increased net sales in the

conventional supermarket and supernatural channels while net sales growth from the independent and

other channels was approximately $47 million As result approximately 56% of our total net sales in

fiscal 2010 were to the conventional supermarket and supernatural channels compared to approximately

53% in fiscal 2009 This change in sales mix from 2009 to 2010 resulted in lower gross profits as

percentage of sales during 2010 We anticipate net sales growth in the conventional supermarket and

supernatural channels will continue to outpace growth in the independent and other channels

We expect that our expansion with Whole Foods Market both as result of organic growth and as

result of becoming their primary distributor in their Rocky Mountain and Southwest regions and our

opportunities in the conventional supermarket channel will continue to generate lower gross profit

percentages than our historical rates We will seek to fully offset these reductions in gross profit

percentages by reducing our operating expenses as percent of net sales primarily through improved

efficiencies in our supply chain and improvements to our IT infrastructure

Operating Expenses

Our total operating expenses increased approximately 5.7% or $31.4 million to $582.0 million for

the year ended July 31 2010 from $550.6 million for the year ended August 2009 The increase in

total operating expenses for the year
ended July 31 2010 was primarily due to higher sales volume

along with ramp-up costs for on-boarding of certain new customers Our operating expenses in fiscal

2010 also include approximately $5.2 million in operating expenses for UNFI Canada since the date of

acquisition as well as approximately $1.0 million in transaction expenses directly related to the

acquisition of the SDG assets from SunOpta In addition operating expenses for the year ended

July 31 2010 include severance charges of $0.7 million related to the departure of two former senior

officers expenses of $1.3 million related to the closing of an underperforming retail location an

adjustment of $0.8 million to workers compensation expense related to prior years acquisition

higher share-based compensation expenses increases to health insurance expense and $1.8 million in

labor and other start-up expenses related to our new distribution facility in Lancaster Texas which

should become fully operational in fiscal 2011 These increases were partially offset by on-going cost

control measures and lower bad debt expenses in the current year
of $1.1 million compared to

$4.8 million for the prior year Unallocated corporate expenses have increased $15.4 million during the

year ended July 31 2010 compared to the year ended August 2009 primarily due to the continued

development of national platform across many functional areas

Total operating expenses for fiscal 2010 include share-based compensation expense of $8.1 million

compared to $5.5 million in fiscal 2009 Share-based compensation expense for the year ended July 31

2010 includes approximately $1.0 million in expense related to the vesting of performance share-based

award granted to our Chief Executive Officer in November of 2008 related to certain financial goals for

the period ended July 31 2010 See Note Stock Option Plans to our Consolidated Financial
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Statements included in Item Financial Statements and Supplementary Data of this Annual Report

on Form 10-K

As percentage of net sales total operating expenses decreased to approximately 15.4% for the

year ended July 31 2010 from approximately 15.9% for the year ended August 2009 The decrease

in total operating expenses as percentage of net sales was primarily attributable to the growth in the

supernatural and conventional supermarket channels which in general have lower operating expenses

as well as expense control programs across all of our divisions We were able to manage our fuel costs

despite rising prices by locking in the price of portion of our expected fuel usage updating and

revising existing routes to reduce miles traveled reducing idle times and other similar measures Our

expansion into Lancaster Texas where our new leased facility commenced operations in July 2010 and

began servicing customers in late September 2010 will further reduce our fuel costs as percentage of

net sales as we will be able to further reduce the number of miles traveled to serve our customers in

Texas Oklahoma New Mexico Arkansas and Louisiana who were primarily served from our facility in

Denver Colorado We also expect that we will he able to continue to reduce our operating expenses as

we continue the roll out of our supply chain initiatives including national warehouse management and

procurement system which was launched in the new Lancaster Texas facility and is expected to be

rolled out in all of our distribution centers by the end of 2012 During the year ended August 2009

we incurred $7.2 million in labor lease termination and start-up expenses related to our then new

distribution facilities in Moreno Valley California and York Pennsylvania and the closing of our East

Brunswick New Jersey facility

Operating Income

Operating income increased approximately 4.5% or $5.0 million to $114.9 million for the year

ended July 31 2010 from $109.9 million for the year ended August 2009 As percentage of net

sales operating income was 3.1% for the year
ended July 31 2010 compared to 3.2% for the year

ended August 2009 The increase in operating income is attributable to the decrease in total

operating expenses as percentage of net sales during 2010 compared to 2009 offset by the decrease

in gross profit as percentage of net sales over the same period

Other Expense Income

Other expense income decreased $6.8 million to $2.9 million for the year ended July 31 2010

from $9.7 million for the year ended August 2009 Interest expense for the year ended July 31 2010

decreased to $5.8 million from $9.9 million in the year ended August 2009 The decrease in interest

expense was due primarily to lower average debt levels during the year as we managed our inventory

balances as well as the decrease in interest rates in 2010 compared to 2009 While average debt levels

were lower in fiscal 2010 when compared to fiscal 2009 our debt level increased significantly in the

fourth
quarter

of fiscal 2010 as we financed our purchase of the SDG assets from SunOpta with

borrowings under our revolving credit facility In connection with the expected purchase of the SDG

asscts we entered into forward contract to swap US dollars for Canadian dollars During the fourth

quarter of the fiscal year
ended July 31 2010 we recognized gain of $2.8 million which is recorded

in other income upon settlement of the contract Interest income for the year ended July 31 2010

decreased to $0.2 million from $0.5 million in the year ended August 2009

Provision for Income Taxes

Our effective income tax rate was 39.0% and 40.9% for the years ended July 31 2010 and

August 2009 respectively The decrease in the effective income tax rate for the year ended July 31

2010 is primarily due to tax credits associated with the installation of hydrogen powered lift trucks in

our Sarasota Florida facility The increase in the effective income tax rate for the year ended August

2009 was primarily due to increases in state taxes Our effective income tax rate in both fiscal years was
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also affected by share-based compensation for incentive stock options and the timing of disqualifying

dispositions of certain share-based compensation awards Certain incentive stock option expenses are

not deductible for tax purposes unless disqualifying disposition occurs disqualifying disposition

occurs when the option holder sells shares within one year of exercising an incentive stock option and

within two years of original grant We receive tax benefit in the period that the disqualifying

disposition occurs Our effective income tax rate will continue to be effected by the tax impact related

to incentive stock options and the timing of tax benefits related to disqualifying dispositions In fiscal

2011 we expect our effective tax rate to he in the range of 39.0% to 40.0%

Net Income

Reflecting the factors described in more detail above net income increased $9.1 million to

$68.3 million or $1.57 per diluted share for the year ended July 31 2010 compared to $59.2 million

or $1.38 per diluted share for the year ended August 2009

Fiscal year ended August 2009 compared to fiscal year ended August 2008

Nez Sales

Our net sales increased approximately 2.6% or $89.0 million to record $3.5 billion for the year

ended August 2009 from $3.4 billion for the year ended August 2008 which included an extra

week This increase was primarily due to organic growth sales growth excluding the impact of

acquisitions in our wholesale distribution division of $82.9 million Our organic growth is due to the

continued growth of the natural products industry in general increased market share as result of our

focus on service and added value services and the opening of new and expansion of existing

distribution centers which allow us to carry broader selection of products In addition to net sales

growth attributable to our organic growth we also benefited from the inclusion of product sales from

the three branded product lines we acquired during fiscal 2009 We acquired DH1 on November

2007 and therefore our results for the year ended August 2008 include amounts attributable to this

business for only approximately nine months

Our net sales by customer type for the years ended August 2009 and August 2008 were as

follows in millions

2009 Net of Total 2008 Net of Total

Customer 1pe Sales Net Sales Sales Net Sales

Independently owned natural products

retailers $1445 42% $1420 42%

Supernatural chains $1143 33% $1042 31%

Conventional supermarkets 691 20% 756 23%

Other 176 5% 148 4%

Total $3455 100% $3366 100%

Whole Foods Market accounted for approximately 33% and 31% of our net sales for the years

ended August 2009 and August 2008 respectively Whole Foods Market is our only supernatural

chain following its acquisition of Wild Oats Markets in August 2007 We continue to sell to the Henrys

and Sun Harvest locations that were divested by Whole Foods Market when it acquired Wild Oats

Markets and these sales are classified in the conventional supermarket channel

Net sales to conventional supermarkets for the year ended August 2009 decreased by

approximately $65 million or 8.6% from fiscal 2008 and represented approximately 20% of total net

sales in fiscal 2009 compared to 23% in fiscal 2008 The decrease in sales to the conventional

supermarket channel is the result of customer losses within UNFI Specialty that were in process before

our acquisition of DHI
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Net sales to our independent retailer channel increased by $25 million or 1.8% during the year

ended August 2009 compared to the year ended August 2008 While net sales in this channel have

increased they have grown at slower rate than net sales in our supernatural and conventional

supermarket channels

Other net sales which include sales to foodservice and international increased by approximately

$28 million or 18.9% during the year ended August 2009 and accounted for approximately 5% of

total net sales compared to 4% of total net sales for fiscal 2008

Gross Profit

Our gross profit increased approximately 4.2% or $26.6 million to $660.5 million for the year

ended August 2009 from $633.9 million for the year ended August 2008 Our gross profit as

percentage of net sales was 19.1% for the year ended August 2009 and 18.8% for the year ended

August 2008 Gross profit as percentage of net sales during the year ended August 2009 was

positively impacted by sales from UNFI Specialty fuel surcharge revenues of $8.2 million and sales of

our branded product lines

We continue to expect UNFI Specialtys full service supermarket model to generate higher gross

margin over the long-term in our core distribution business however we also expect to incur higher

operating expenses in providing those services Under this model we provide services typically

performed by supermarket employees to our customers such as stocking shelves placing sales orders

and rotating out damaged and expired products We expect this benefit will be offset in part by other

conventional supermarket and supernatural business which does not require this full service model and

therefore provides lower gross margin percentage

Operating Expenses

Our total operating expenses increased approximately 1.7% or $9.1 million to $550.6 million for

the year ended August 2009 from $541.4 million for the year ended August 2008 The increase in

total operating expenses for the year ended August 2009 was primarily due to increases of

$7.1 million in information technology expenses $7.1 million increase in health insurance expenses

$3.5 million increase in fixed asset depreciation and $1.0 million increase in amortization expense

related to certain of our intangibles resulting from the purchase of DHI partially offset by expense

control programs across all of the Companys divisions We were able to partially offset the effect of

rising fuel prices by increasing delivery sizes improving route design and by opening new facilities

which reduce the total distance traveled to customers

Total operating expenses for fiscal 2009 includes share-based compensation expense of $5.5 million

compared to $4.7 million in fiscal 2008 See Note Stock Option Plans to our Consolidated

Financial Statements included in Item Financial Statements and Supplementary Data of this

Annual Report on Form 10-K

As percentage of net sales total operating expenses decreased to approximately 15.9% for the

year
ended August 2009 from approximately 16.1% for the

year
ended August 2008 The decrease

in operating expenses as percentage of net sales was primarily attributable to expense control

programs as well as lower operating expenses related to UNFI Specialty During the
year

ended

August 2009 we incurred $7.2 million in labor lease termination and
start-up expenses related to

our new distribution facilities in Moreno Valley California and York Pennsylvania and the closing of

our East Brunswick New Jersey facility We incurred higher operating expenses during the
year

ended

August 2008 related to our branded product lines as we built our infrastructure to support

anticipated new business and $6.3 million in labor
start-up expenses related to our then new

distribution facilities in Sarasota Florida Ridgefield Washington Moreno Valley California and York

Pennsylvania We expect that the opening of new facilities will contribute efficiencies and lead to lower
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operating expenses related to sales over the long-term As noted above however we expect to continue

to incur operating expenses higher than we historically have experienced as result of UNFI Specialtys

full service supermarket model

Operating Incone

Operating income increased approximately 18.9% or $17.4 million to $109.9 million for the year

ended August 2009 from $92.5 million for the year ended August 2008 As percentage of net

sales operating income was 3.2% for the year ended August 2009 compared to 2.7% for the year

ended August 2008

Other Expense Income

Other expense income decreased $5.5 million to $9.7 million for the year ended August 2009

from $15.3 million for the
year

ended August 2008 Interest expense for the year ended August

2009 decreased to $9.9 million from $16.1 million in the year ended August 2008 The decrease in

interest expense was due primarily to the decrease in debt levels as we managed our inventory

balances as well as the decrease in interest rates Interest income for the year ended August 2009

decreased to $0.5 million from $0.8 million in the year ended August 2008

Provision for Income Taxes

Our effective income tax rate was 40.9% and 37.2% for the years ended August 2009 and

August 2008 respectively The increase in the effective income tax rate for the year ended August

2009 was primarily due to increases in state taxes The effective income tax rate for the year ended

August 2008 was lower than our historical effective rate primarily due to tax credits associated with

the solar panel installation projects at our Rocklin California and Dayville Connecticut distribution

facilities This decrease was offset by an increase in our effective income tax rate due to the acquisition

of DHI Our effective income tax rate in both fiscal
years was also affected by share-based

compensation for incentive stock options and the timing of disqualifying dispositions of certain share-

based compensation awards Certain incentive stock option expenses are not deductible for tax

purposes unless disqualifying disposition occurs disqualifying disposition occurs when the option

holder sells shares within one year of exercising an incentive stock option and within two years of

original grant We receive tax benefit in the period that the disqualifying disposition occurs Our

effective income tax rate will continue to be effected by the tax impact related to incentive stock

options and the timing of tax benefits related to disqualifying dispositions

Net Income

Net income increased $10.7 million to $59.2 million or $1.38 per diluted share for the
year

ended

August 2009 compared to $48.5 million or $1.13 per diluted share for the year ended August

2008

Liquidity and Capital Resources

We finance our day to day operations
and growth primarily with cash flows from operations

borrowings under our credit facility operating leases trade payables and bank indebtedness in

addition from time to time we may issue equity and debt securities to finance our operations and

acquisitions We feel that our cash on hand and available credit through our current revolving credit

facility as discussed below is sufficient for our operations and planned capital expenditures over the

next twelve months We expect to generate an average of $30 million to $50 million in cash flow from

operations per year for the 2011 and 2012 fiscal years We intend to continue to utilize this cash

generated from operations to pay down our debt levels and fund working capital and capital
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expenditure needs We intend to manage capital expenditures to no more than approximately 1% of

net sales for the 2011 and 2012 fiscal years We plan to assess our existing revolving credit facility and

our financing needs once the facility draws closer to its maturity date in November 2012

On November 2007 we amended our $250 million secured revolving credit facility with bank

group led by Bank of America Business Capital as the administrative agent to temporarily increase the

maximum borrowing base under the revolving credit facility from $250 million to $270 million We used

the funds available to us as result of this amendment to fund portion of the purchase price for our

acquisition of DHI On November 27 2007 we amended this facility to increase the maximum

borrowing base under the revolving credit facility from $270 million to $400 million and provide the

Company with one-time option subject to approval by the lenders under the revolving credit facility

to increase the borrowing base by up to an additional $50 million In connection with this amendment

we also entered into securities pledge agreement pursuant to which we and DHI pledged to the

administrative agent all of our or DHTs right title and interest in and to the equity interests in our

subsidiaries whether then existing or thereafter acquired Interest accrues on borrowings under the

revolving credit facility at our option at either the base rate the applicable prime lending rate of

Bank of America Business Capital as announced from time to time or at one-month LIBOR plus

0.75% The $400 million credit facility matures on November 27 2012 The revolving credit facility

supports our working capital requirements in the ordinary course of business and provides capital to

grow our business organically or through acquisitions Our borrowing base is determined as the lesser

of $400 million or the fixed percentages of our previous fiscal month-end eligible accounts

receivable and inventory levels As of July 31 2010 our borrowing base which was calculated based on

our eligible accounts receivable and inventory levels was $397.1 million As of July 31 2010 we had

$242.6 million outstanding under our credit facility $20.0 million in letter of credit commitments and

$1.3 million in reserves which generally reduces our available borrowing capacity under our revolving

credit facility on dollar for dollar basis When our borrowing base as calculated above is equal to

$400 million reserves do not reduce available borrowing capacity Our resulting remaining availability

was $133.2 million as of July 31 2010

In April 2003 we executed term loan agreement in the principal amount of $30 million secured

by the real property that was released from the lien under our revolving credit facility in accordance

with an amendment to the loan and security agreement related to that facility The term loan is

repayable over seven years
based on fifteen-year amortization schedule Interest on the term loan

initially accrued at one-month LIBOR plus 1.50% In December 2003 we amended this term loan

agreement by increasing the principal amount from $30 million to $40 million under the existing terms

and conditions On July 29 2005 we entered into an amended term loan agreement which further

increased the principal amount of this term loan from $40 million to up to $75 million decreased the

rate at which interest accrues to one-month LIBOR plus 1.00% and extended the maturity date to

July 28 2012 In connection with the amendments to our revolving credit facility described above

effective November 2007 and November 27 2007 we amended the term loan agreement to conform

certain terms and conditions to the corresponding terms and conditions under our revolving credit

facility As of July 31 2010 $51.8 million was outstanding under the term loan agreement

On June 2008 we further amended our revolving credit facility and our term loan agreement

effective as of May 28 2008 in order to waive events of default as result of our noncompliance at

April 26 2008 with the fixed charge coverage ratio covenants under the revolving credit facility and our

term loan agreement the Fixed Charge Coverage Ratio Covenants ii increase the interest rate

applicable to borrowings under each of our revolving credit facility and our term loan by 0.25% during

the period from June 2008 through the date on which we demonstrate compliance with the

applicable Fixed Charge Coverage Ratio Covenants and iii exclude non-cash share based

compensation expense from the calculation of EBITDA as defined in the applicable agreement in

connection with the calculation of the fixed charge coverage ratio under the revolving credit facility and

41



the term loan agreement The revolving credit facility and our term loan agreement as amended

require us to maintain minimum fixed charge coverage ratio of 1.5 to 1.0 and 1.45 to 1.0 respectively

each calculated at the end of each of our fiscal quarters on rolling four quarter
basis We were in

compliance with the Fixed Charge Coverage Ratio Covenants as of the fiscal
year

ended July 31 2010

The principal reason for our earlier noncompliance with the Fixed Charge Coverage Ratio Covenants

was the high level of capital expenditures we made in the trailing twelve month period ended April 26

2008 In April 2009 we further amended our revolving credit facility and our term loan agreement

effective as of February 25 2009 in order to update certain information as result of our stock

purchase acquisitions completed during fiscal year 2009 and provided similar updated information in

June 2010 in connection with our acquisition of the SDG assets

In August 2005 we entered into an interest rate swap agreement effective July 29 2005 This

interest rate swap agreement has an initial notional amount of $50 million and provides for us to pay

interest at fixed rate of 4.70% while receiving interest for the same period at one-month LIBOR on

the same notional principal amount The interest rate swap agreement has seven year term with an

amortizing notional amount which adjusts down on the dates payments are due on the underlying term

loan The swap has been entered into as hedge against LIBOR movements on current variable rate

indebtedness totaling $51.8 million at one-month LIBOR plus 1.00% thereby fixing our effective rate

on the notional amount at 5.70% One-month LIBOR was 0.31% as of July 31 2010 The swap

agreement qualifies as an effective hedge under ASC 815 Derivatives aiicl Hedging

Our capital expenditures for the 2010 fiscal year were $55.1 million We believe that our capital

requirements for fiscal 2011 will be between $42 and $45 million We expect to finance these

requirements with cash generated from operations and borrowings under our revolving credit facility

Our planned capital projects will provide both expanded facilities and technology that we believe will

provide us with increased efficiency and the capacity to continue to support the growth of our customer

base We believe that our future capital requirements will be lower than our anticipated fiscal 2011

requirements as percentage of net sales although we plan to continue to invest in technology and

expand our facilities Future investments and acquisitions will he financed through either equity or

long-term debt negotiated at the time of the potential acquisition

Net cash provided by operations was $66.1 million for the year ended July 31 2010 decrease of

$42.2 million from the $108.3 million provided by operations for the year ended August 2009 The

primary reasons for the decrease in cash flows from operations for the year ended July 31 2010 were

an increase in inventories of $55.8 million due to our sales growth during the year and the inventory

build-up for our new facility in Lancaster Texas Net cash provided by operations of $108.3 million for

the year ended August 2009 was primarily
the result of an increase in net income and decrease in

inventories Net cash provided by operations of $9.1 million for the
year

ended August 2008 was the

result of net income of $48.5 million the $58.1 million investment in inventories and the $8.3 million

decrease in accounts payable Days in inventory was 50 days at July 31 2010 and 52 days at August

2009 Days sales outstanding improved slightly to 20 days at July 31 2010 compared to 21 days at

August 2009 Working capital increased by $25.1 million or 14.9% to $194.2 million at July 31 2010

compared to working capital of $169.1 million at August 2009

Net cash used in investing activities increased $81.9 million to $118.7 million for the
year

ended

July 31 2010 compared to $36.8 million for the year ended August 2009 The increase from the

fiscal year ended August 2009 was primarily due to the purchase of the SDG assets from SunOpta

as well as capital expenditures related to our new leased Lancaster Texas facility including our supply

chain initiatives related to warehouse management software which are going live with this facility Net

cash used in investing activities was $158.9 million for the year ended August 2008 The decrease in

the fiscal year ended August 2009 compared to the fiscal year ended August 2008 was primarily

due to the fiscal 2008 purchase of DHI included in purchases of acquired businesses net of cash
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Net cash provided by financing activities was $56.0 million for the year ended July 31 2010

primarily due to borrowings on notes payable of $42.6 million Net cash used in financing activities was

$86.6 million for the year ended August 2009 primarily due to repayments on borrowings under

notes payable Net cash provided by financing activities was $158.1 million for the year ended August

2008 primarily due to financing related to our acquisition of DHI partially offset by repayments on

long-term debt

On December 2004 our Board of Directors authorized the repurchase of up to $50 million of

common stock from time to time in the open market or in privately negotiated transactions As part of

the stock repurchase program we purchased 228800 shares of our common stock for our treasury

during the year ended July 29 2006 at an aggregate cost of approximately $6.1 million All shares were

purchased at prevailing market prices No such purchases were made during the year ended August

2008 and the authorization to repurchase has expired The Company in an effort to reduce the

treasury share balance decided in the fourth quarter of fiscal 2010 to issue treasury shares to satis

certain share requirements related to exercises of stock options and vesting of restricted stock units and

awards under its equity incentive plans During the fiscal year ended July 31 2010 the Company issued

201814 treasury shares related to stock option exercises and the vesting of restricted stock units and

awards

We may from time to time enter into commodity swap agreements to reduce price risk associated

with our anticipated purchases of diesel fuel These commodity swap agreements hedge portion of

our expected fuel usage for the periods set forth in the agreements We monitor the commodity

NYMEX Heating oil used in our swap agreements to determine that the correlation between the

commodity and diesel fuel is deemed to be highly effective During the fiscal years ended July 31

2010 and August 2009 we had no outstanding commodity swap agreements

In addition to the previously discussed interest rate and commodity swap agreements from

time-to-time we enter into fixed price fuel supply agreements As of July 31 2010 we had entered into

agreements which require us to purchase total of approximately 2.8 million gallons of diesel fuel

through July 2011 at prices ranging from $2.27 to $2.93 per gallon As of August 2009 we had

entered into agreements which required us to purchase total of 200.000-242000 gallons of diesel fuel

per month at prices ranging from $2.20 to $2.84 per gallon through July 2010 These fixed price fuel

agreements qualified for the normal purchase exception under ASC 815 as physical deliveries will

occur rather than net settlements therefore the fuel purchases under these contracts will be expensed

as incurred and included within operating expenses

Commitments and Contingencies

The following schedule summarizes our contractual obligations and commercial commitments as of

July 31 2010

Payments Due by Period

Less than 13 35
Total One Year Years Years Thereafter

in thousands

Inventory purchase commitments 27801 $27801

Diesel fuel purchase commitments 6739 6739

Notes payable 242570 $242570

Long-term debt 53466 5033 47799 634

Deferred compensation 13964 1159 2491 2455 7859

Long-term non-capitalized leases 249269 41293 69763 54845 83368

Total $593809 $82025 $362623 $57934 $91227
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The notes payable long-term debt and non-capitalized lease obligations shown above exclude

interest payments due The notes payable obligations shown reflect the expiration of the credit facility

not necessarily the underlying individual borrowings In addition cash to he paid for income taxes is

excluded from the table above

We had outstanding letters of credit of approximately $20.0 million at July 31 2010

Assets mortgaged amounted to approximately $102.0 million at July 31 2010

Seasonality

Generally we do not experience any material seasonality However our sales and operating results

may vary significantly from quarter to quarter due to factors such as changes in our operating expenses

managements ability to execute our operating and growth strategies personnel changes demand for

natural products supply shortages and general economic conditions

Recently Issued Financial Accounting Standards

In September 2006 the Financial Accounting Standards Board FASB issued Accounting

Standards Codification ASC 820 Fair Value Measurements and Disclosures ASC 820 ASC 820

defines fair value establishes framework for measuring fair value and requires enhanced disclosures

about fair value measurements under other accounting pronouncements hut does not change the

existing guidance as to whether or not an instrument is carried at fair value The statement is effective

for fiscal
years beginning after November 15 2007 In February 2008 the FASB issued

ASC 820-10-65-1 Effective Dale of ASC 820 ASC 820-65-1 which delayed the effective date of

ASC 820 by one year
for nonfinancial assets and liabilities except those that are recognized or

disclosed at fair value in the financial statements on at least an annual basis in October 2008 the

FASB issued ASC 820-10-65-2 Determining the Fair Value of Financial Asset When the Market for That

Asset Is Not Active ASC 820-65-2 which clarifies the application of ASC 820 in an inactive market

and illustrates how an entity would determine fair value when the market for financial asset is not

active In April 2009 the FASB issued ASC 820-10-65-4 Determining Fair Value When the Volume and

Level of Activity for the Asset or Liability Have Significantly Decreased and Identiing Transactions That

Are Not Orderly ASC 820-65-4 which provides additional guidance for estimating fair value in

accordance with ASC 820 when the volume and level of activity for the asset or liability have

significantly decreased ASC 820-65-4 also includes guidance on identifying circumstances that indicate

transaction is not orderly ASC 820-65-4 is effective for interim and annual reporting periods ending

after June 15 2009 and is to he applied prospectively The Company adopted ASC 820 and 820-65-2

effective August 2008 and adopted ASC 820-65-4 effective August 2009 These adoptions did not

have material effect on our consolidated financial statements We adopted ASC 820 including the

provisions related to the fair value of goodwill other intangible assets and non-financial long-lived

assets effective August 2009 which did not have material effect on the disclosures that accompany

our consolidated financial statements

In February 2007 the FASB issued ASC 825 Financial Instruments ASC 825 ASC 825 permits

entities to choose to measure many financial instruments and certain other items at fair value that are

not currently required to he measured at fair value and establishes presentation
and disclosure

requirements designed to facilitate comparisons between entities that choose different measurement

attributes for similar types
of assets and liabilities Unrealized gains and losses on items for which the

fair value option has been elected are reported in earnings The statement is effective for fiscal years

beginning after November 15 2007 As of May 2010 we have not elected to adopt the fair value

option under ASC 825 for any financial instruments or other items

In December 2007 the FASB issued ASC 805 Business Combinations ASC 805 ASC 805

continues to require the purchase method of accounting for business combinations and the
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identification and recognition of intangible assets separately from goodwill ASC 805 requires among
other things the buyer to account for the fair value of assets and liabilities acquired as of the

acquisition date i.e fair value model rather than cost allocation model expense

acquisition-related costs recognize assets or liabilities assumed arising from contractual

contingencies at the acquisition date using acquisition-date fair values recognize goodwill as the

excess of the consideration transferred plus the fair value of any non-controlling interest over the

acquisition-date fair value of net assets acquired recognize at acquisition any contingent

consideration using acquisition-date fair values i.e fair value earn-outs in the initial accounting for the

acquisition and eliminate the recognition of liabilities for restructuring costs expected to be

incurred as result of the business combination ASC 805 also defines bargain purchase as

business combination where the total acquisition-date fair value of the identifiable net assets acquired

exceeds the fair value of the consideration transferred plus the fair value of any non-controlling

interest Under this circumstance the buyer is required to recognize such excess formerly referred to

as negative goodwill in earnings as gain In addition if the buyer determines that some or all of its

previously booked deferred tax valuation allowance is no longer needed as result of the business

combination ASC 805 requires that the reduction or elimination of the valuation allowance be

accounted as reduction of income tax expense ASC 805 is effective for fiscal years beginning on or

after December 15 2008 We have applied ASC 805 to the SunOpta Transaction and will apply

ASC 805 to any future acquisitions

In December 2007 the FASB issued ASC 810 Consolidation ASC 810 This statement

establishes accounting and reporting standards for the non-controlling interest in subsidiary and for

the deconsolidation of subsidiary This statement is effective for fiscal years beginning on or after

December 15 2008 The adoption of ASC 810 did not have material effect on our consolidated

financial statements

In April 2008 the FASB issued ASC 350-30 Determination of the Useful Life of Intangible Assets

ASC 350-30 ASC 350-30 amends the factors that should be considered in developing renewal or

extension assumptions used to determine the useful life of recognized intangible asset under ASC

350 IntangiblesGoodwill and Other The intent of ASC 350-30 is to improve the consistency between

the useful life of recognized intangible asset and the period of expected cash flows used to measure

the fair value of the asset ASC 350-30 is effective for fiscal years beginning after December 15 2008

and interim periods within those fiscal years The adoption of ASC 350-30 did not have material

effect on our consolidated financial statements

In June 2008 the FASB issued ASC 260-10 Determining Whether histruments Granted in Share-

Based Payment Transactions are Participating Securities ASC 260-10 ASC 260-10 provides that

unvested share-based payment awards that contain non-forfeitable rights to dividends or dividend

equivalents whether paid or unpaid are participating securities and shall be included in the

computation of earnings per share pursuant to the two-class method ASC 260-10 is effective for

financial statements issued for fiscal
years beginning after December 15 2008 and interim periods

within thosc years ASC 260-10 requires that all earnings per share data presented for prior periods be

adjusted retrospectively including interim financial statements summaries of earnings and selected

financial data to conform The adoption of ASC 260-10 did not have material effect on our

consolidated financial statements in the periods presented

in April 2009 the FASB issued ASC 825-10-65 Interim Disclosures about Fair Value of Financial

Instruments ASC 825-10-65 ASC 825-10-65 requires disclosure about the fair value of financial

instruments not measured on the balance sheet at fair value in interim financial statements as well as in

annual financial statements Prior to ASC 825-10-65 fair values for these assets and liabilities were only

disclosed annually ASC 825-10-65 applies to all financial instruments within the scope of ASC 825 and

requires all entities to disclose the methods and significant assumptions used to estimate the fair
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value of financial instruments ASC 825 is effective for interim periods ending after June 15 2009 The

adoption of ASC 825-10-65 did not have material effect on our consolidated financial statements

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to interest rate fluctuations on our borrowings As more fully described in Note

Fair Value Measurements of Financial Instruments to the Consolidated Financial Statements included

in Item Financial Statements and Supplementary Data of this Annual Report on Form 10-K we

use interest rate swap agreements to modify variable rate obligations to fixed rate obligations

At July 31 2010 we were party to one interest rate swap agreement which relates to our

$75 million term loan agreement and which we entered into during August 2005 the 2005 swap We

account for the 2005 swap using hedge accounting treatment because the derivative has been

determined to be highly effective in achieving offsetting changes in fair value of the hedged items The

2005 swap requires us to pay interest for seven-year period at fixed rate of 4.70% on an initial

amortizing notional principal amount of $50 million while receiving interest for the same period at

one-month LIBOR on the same amortizing notional principal amount The 2005 swap has been entered

into as hedge against LIBOR movements on current variable rate indebtedness totaling $51.8 million

at LIBOR plus 1.00% thereby fixing our effective rate on the notional amount at 5.70% Under this

method of accounting at July 31 2010 we recorded liability of $2.5 million representing the fair

value of the swap We do not enter into derivative agreements for trading purposes

At July 31 2010 we had long-term floating rate debt of $51.8 million and long-term fixed rate

debt of $1.6 million representing approximately 97% and 3% respectively of our long-term debt At

August 2009 we had long-term floating rate debt of $56.9 million and long-term fixed rate debt of

$2.0 million representing 97% and 3% respectively of our long-term debt Holding other swap terms

and debt levels constant 25 basis point decrease in interest rates would change the unrealized fair

market value of the fixed rate debt by approximately $9000 and $14000 at July 31 2010 and August

2009 respectively
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders

United Natural Foods Inc and subsidiaries

We have audited the accompanying consolidated balance sheets of United Natural Foods Inc and

subsidiaries the Company as of July 31 2010 and August 2009 and the related consolidated

statements of income stockholders equity and cash flows for each of the fiscal years
in the three-year

period ended July 31 2010 We also have audited the Companys internal control over financial

reporting as of July 31 2010 based on criteria established in internal Coiurol-Iniegrated Fratnework

issued by the Committee of Sponsoring Organizations of the Treadway Commission COSO The

Companys management is responsible for these consolidated financial statements for maintaining

effective internal control over financial reporting and for its assessment of the effectiveness of internal

control over financial reporting included in the accompanying Managements Annual Report on

Internal Control Over Financial Reporting Our responsibility is to express an opinion on these

consolidated financial statements and an opinion on the Companys internal control over financial

reporting based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting

Oversight Board United States Those standards require that we plan and perform the audits to

obtain reasonable assurance about whether the financial statements are free of material misstatement

and whether effective internal control over financial reporting was maintained in all material respects

Our audits of the consolidated financial statements included examining on test basis evidence

supporting the amounts and disclosures in the financial statements assessing the accounting principles

used and significant estimates made by management and evaluating the overall financial statement

presentation Our audit of internal control over financial reporting included obtaining an understanding

of internal control over financial reporting assessing the risk that material weakness exists and

testing and evaluating the design and operating effectiveness of internal control based on the assessed

risk Our audits also included performing such other procedures as we considered necessary in the

circumstances We believe that our audits provide reasonable basis for our opinions

companys internal control over financial reporting is
process designed to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles companys internal

control over financial reporting includes those policies and procedures that pertain to the

maintenance of records that in reasonable detail accurately and fairly reflect the transactions and

dispositions of the assets of the company provide
reasonable assurance that transactions are

recorded as necessary to permit preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and expenditures
of the company are being made only

in accordance with authorizations of management and directors of the company and provide

reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or

disposition of the companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or

detect misstatements Also projections
of any evaluation of effectiveness to future periods are subject

to the risk that controls may become inadequate because of changes in conditions or that the degree

of compliance with the policies or procedures may deteriorate
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In our opinion the consolidated financial statements referred to above present fairly in all

material respects the financial position of United Natural Foods Inc and subsidiaries as of July 31

2010 and August 2009 and the results of their operations and their cash flows for each of the fiscal

years in the three-year period ended July 31 2010 in conformity with U.S generally accepted

accounting principles Also in our opinion the Company maintained in all material respects effective

internal control over financial reporting as of July 31 2010 based on criteria established in Internal

Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway

Commission

United Natural Foods Inc acquired certain Canadian food distribution assets of the SunOpta

Distribution Group business UNFI Canada during 2010 and management excluded from its

assessment of the effectiveness of the Companys internal control over financial reporting as of July 31

2010 UNFI Canadas internal control over financial reporting associated with total assets of

$87.0 million of which $36.3 million represents goodwill and intangible assets included within the scope

of the assessment and total revenues of $22.1 million included in the consolidated financial statements

of the Company as of and for the year ended July 31 2010 Our audit of internal control over financial

reporting of the Company also excluded an evaluation of the internal control over financial reporting of

UNFI Canada

LCP

Providence Rhode Island

September 27 2010
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UNITED NATURAL FOODS INC AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

In thousands except per share data

July 31 August
2010 2009

ASSETS

Current assets

Cash and cash equivalents 13802 10.269

Accounts receivable net of allowance of $6253 and $6984 respectively 217097 179455

Notes receivable trade net of allowance of $135 and $380 respectively 3111 1799

Inventories 439702 366611

Prepaid expenses
and other current assets 21.793 16.423

Deferred income taxes 20.560 18074

Total current assets 716.065 592631

Property equipment net 279255 242051

Goodwill 186925 164333

Intangible assets net of accumulated amortization of $5569 and $3806 respectively 50.201 38358

Notes receivable trade net of allowance of $1304 and $1512 respectively 235 2176

Other 18118 19001

Total assets $1250799 $1058550

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities

Notes payable 242.570 200000

Accounts payable 192.331 155211

Accrued
expenses

and other current liabilities 81941 63347

Current portion of long-term debt 5033 5020

Total current liabilities 521875 423578

Long-term debt excluding current portion 48433 53.858

Deferred income taxes 20598 12297

Other long-term liabilities 29446 24345

Total liabilities 620.352 514078

Commitments and contingencies

Stockholders equity

Preferred stock $0.01 par value authorized 5000 shares none issued or outstanding

Common stock $0.01 par value authorized 100000 shares 43558 issued and 43531

outstanding shares at July 31 2010 43237 issued and 43008 outstanding shares

at August 2009 435 432

Additional paid-in capital
188.727 175182

Treasury stock 708 6.092

Unallocated shares of Employee Stock Ownership Plan 713 877

Accumulated other comprehensive loss 1.155 1623
Retained earnings 443861 377450

Total stockholders equity 630447 544472

Total liabilities and stockholders equity $1250799 $1058550

See notes to accompanying consolidated financial statements
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UNITED NATURAL FOODS INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

In thousands except per share data

Fiscal year ended

July 31 August August
2010 2009 2008

Net sales $3757139 $3454900 $3365857

Cost of sales Note 3.060208 2794419 2731965

Gross profit 696931 660481 633892

Operating expenses 582029 550560 541413

Total operating expenses 582029 550560 541413

Operating income 114902 109.921 92479

Other expense income
Interest expense 5845 9914 16133

Interest income 247 450 768
Other net 2698 275 82

Total other expense 2900 9739 15283

Income before income taxes 112002 100182 77196

Provision for income taxes 43681 40998 28717

Net income 68321 59184 48479

Basic per share data

Net income 1.58 1.38 1.14

Weighted average basic shares of common stock 43184 42849 42690

Diluted per share data

Net income 1.57 1.38 1.13

Weighted average diluted shares of common stock 43425 42993 42855

See notes to accompanying consolidated financial statements
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UNITED NATURAL FOODS INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended

July 31 August August
2010 2009 2008

In thousands

CASH FLOWS FROM OPERATING ACTIVITIES
Net income 68.321 59184 48479

Adjustments to reconcile net income to net cash provided by operating activities

Depreciation and amortization 27483 27029 22.544

Loss on disposals of property and equipment 229 262 158

Deferred income tax expense 5061 239 2257
Unrealized gain on foreign exchange 61
Realized gain on hedge related to Canadian acquisition 2.814
Excess tax benefits from share-based payment arrangements 1822 234 171
Provision for doubtful accounts 1149 4759 2707
Share-based compensation 8057 5504 4674
Gain on forgiveness of loan 157

Changes in assets and liabilities net of acquired companies
Accounts receivable 21599 3950 8.339
Inventories 55803 30.398 58112
Prepaid expenses and other assets 4444 2729 6434
Notes receivable trade 1160 652 713

Accounts payable 19620 13836 8319
Accrued expenses 21595 2349 9.129

Net cash provided by operating activities 66132 108323 9129

CASH FLOWS FROM INVESTING ACTIVITIES

Capital expenditures 55.109 32353 51083
Purchases of acquired businesses net of cash acquired 66556 4495 107812
Cash proceeds from hedge related to Canadian acquisition 2814
Proceeds from disposals of property and equipment 180 98

Net cash used in investing activities 118671 36750 158895

CASH FLOWS FROM FINANCING ACTIVITIES
Net borrowings repayments under notes payable 42570 88050 168.050

Repayments of long-term debt 5412 4634 8332
Increase decrease in hank overdraft 9982 8494 1435
Proceeds from exercise of stock options 8481 1573 1379

Payment of employee restricted stock tax withholdings 1.338 535 459
Excess tax benefits from share-based payment arrangements 1822 234 171

Payments on life insurance policy loans 3072
Capitalized debt issuance costs 68 647 1285
Net cash provided by used in financing activities 56037 86637 158.089

Effect of exchange rate changes on cash 35

NET INCREASE DECREASE IN CASH AND CASH EQUIVALENTS 3533 15064 8323
Cash and cash equivalents at beginning of period 10.269 25333 17.010

Cash and cash equivalents at end of period 13802 10269 25333

Supplemental disclosures of cash flow information

Cash paid during the period for

Interest net of amounts capitalized 4465 9094 16469

Federal and state income taxes net of refunds 35538 43978 27618

See notes to accompanying consolidated financial statements
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UNITED NATURAL FOODS INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

United Natural Foods Inc and subsidiaries the Company is leading distributor and retailer

of natural organic and specialty products The Company sells its products primarily throughout the

United States and Canada

Basis of Presentation

The accompanying financial statements include the accounts of the Company and its wholly owned

subsidiaries All significant intercompany transactions and balances have been eliminated in

consolidation Certain prior year amounts have been reclassified to conform to the current years

presentation

The fiscal year of the Company ends on the Saturday closest to July 31 As such fiscal 2010 2009

and 2008 ended on July 31 2010 August 2009 and August 2008 respectively
Fiscal 2008 was

53-week year and fiscal 2010 and 2009 were 52-week years Our interim quarters consist of 13 weeks

except for the fourth quarter of fiscal 2008 which consisted of 14 weeks

Net sales consists primarily of sales of natural organic and specialty products to retailers adjusted

for customer volume discounts returns and allowances Net sales also includes amounts charged by the

Company to customers for shipping and handling and fuel surcharges The principal components of

cost of sales include the amount paid to manufacturers and growers for product sold plus the cost of

transportation necessary to bring the product to the Companys distribution facilities Cost of sales also

includes amounts incurred by the Companys manufacturing subsidiary United Natural Trading Co
which does business as Woodstock Farms Manufacturing for inbound transportation costs and

depreciation for manufacturing equipment offset by consideration received from suppliers in connection

with the purchase or promotion of the suppliers products Operating expenses include salaries and

wages employee benefits including payments under the Companys Employee Stock Ownership Plan

warehousing and delivery selling occupancy insurance administrative share-based compensation and

amortization expense Operating expenses also include depreciation expense related to the wholesale

and retail divisions Other expense income includes interest on outstanding indebtedness interest

income and miscellaneous income and expenses In fiscal 2010 other expense income includes the

gain recorded by the Company upon settlement of forward contract entered into by the Company to

swap U.S dollars for Canadian dollars

Cash Equivalents

Cash equivalents consist of highly liquid investments with original maturities of three months or

less

Inventories and Cost of Sales

Inventories consists primarily of finished goods and are stated at the lower of cost or market with

cost being determined using the first-in first-out FIFO method Allowances received from suppliers

are recorded as reductions in cost of sales upon the sale of the related products

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization

Equipment under capital leases is stated at the lower of the present value of minimum lease payments

at the inception of the lease or the fair value of the asset Depreciation and amortization of property

and equipment is computed on straight-line basis over the estimated useful lives of the assets or
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when applicable the life of the lease whichever is shorter Applicable interest charges incurred during

the construction of new facilities are capitalized as one of the elements of cost and amortized over the

assets estimated useful lives Interest capitalized for each of the years ended July 31 2010 August

2009 and August 2008 was less than $0.1 million $0.3 million and $0.7 million respectively

Property and equipment consisted of the following at July 31 2010 and August 2009

Original

Estimated

Useful Lives

Years 2010 2009

In thousands except years

Land $14944 14920

Buildings and improvements 20-40 166235 160947

Leasehold improvements 5-20 58740 53820

Warehouse equipment 3-30 88720 83000

Office equipment 3-10 67409 50831

Motor vehicles 3-7 4602 4.668

Construction in progress 36415 10356

437065 378542

Less accumulated depreciation and amortization 157810 136491

Net
property

and equipment $279255 $242051

Depreciation expense amounted to $25.0 million $24.1 million and $20.6 million for the fiscal

years ended July 31 2010 August 2009 and August 2008 respectively

Income Taxes

The Company accounts for income taxes under the asset and liability method Under the asset and

liability method deferred tax assets and liabilities are recognized for the future tax consequences

attributable to differences between the financial statement carrying amounts of existing assets and

liabilities and their respective tax bases Deferred tax assets and liabilities are measured using enacted

tax rates expected to apply to taxable income in the years in which those temporary differences are

expected to be recovered or settled The effect on deferred tax assets and liabilities of change in tax

rates is recognized in income in the period that includes the enactment date

Financial Accounting Standards Board FASB Accounting Standards Codification ASC 740

prescribes detailed guidance for the financial statement recognition measurement and disclosure of

uncertain tax positions recognized in an enterprises financial statements Tax positions must meet

more-likely-than-not recognition threshold at the reporting date to be recognized The Company did

not record any cumulative effect adjustment related to the adoption of ASC 740 on July 29 2007 The

Companys policy to include interest and penalties related to unrecognized tax benefits as component
of income tax expense did not change as result of this adoption

Long-Lived Assets

Management reviews long-lived assets including finite-lived intangible assets for indicators of

impairment whenever events or changes in circumstances indicate that the carrying value of the assets

may not be recoverable Cash flows expected to be generated by the related assets are estimated over

the assets useful lives based on updated projections If the evaluation indicates that the carrying

amount of an asset may not be recoverable the potential impairment is measured based on projected

discounted cash flow model



Goodwill and Intangible Assets

Goodwill represents the excess of cost over the fair value of net assets acquired in business

combination Goodwill and other intangible assets with indefinite lives are not amortized Intangible

assets with definite lives are amortized on straight-line basis over the following lives

Customer relationships 5-11 years

Non-compete agreements 2-4 years

Trademarks and tradenames 5-27 years

Goodwill is assigned to the reporting units that are expected to benefit from the synergies of the

business combination We are required to test goodwill for impairment at least annually and between

annual tests if events occur or circumstances change that would more likely than hot reduce the fair

value of reporting unit below its carrying amount We have elected to perform our annual tests for

indications of goodwill impairment during the fourth quarter of each fiscal year Based on future

expected cash flows we test for goodwill impairment at the reporting unit level Our reporting units are

at or one level below the operating segment level Approximately 91% of our goodwill is within our

wholesale reporting unit The goodwill impairment analysis is two-step test The first step used to

identify potential impairment involves comparing each reporting units estimated fair value to its

carrying value including goodwill Each reporting unit regularly prepares discrete operating forecasts

and uses these forecasts as the basis for the assumptions used in the discounted cash flow analysis If

the estimated fair value of reporting unit exceeds its carrying value goodwill is considered not to be

impaired If the carrying value exceeds estimated fair value there is an indication of potential

impairment and the second step is performed to measure the amount of impairment If required the

second step involves calculating an implied fair value of goodwill for each reporting unit for which the

first step indicated potential impairment The implied fair value of goodwill is determined in manner

similar to the amount of goodwill calculated in business combination by measuring the excess of the

estimated fair value of the reporting unit as determined in the first step over the aggregate estimated

fair values of the individual assets liabilities and identifiable intangibles as if the reporting unit was

being acquired in business combination If the implied fair value of goodwill exceeds the carrying

value of goodwill assigned to the reporting unit there is no impairment If the carrying value of

goodwill assigned to reporting unit exceeds the implied fair value of the goodwill an impairment

charge is recorded for the excess As of July 31 2010 the Companys annual assessment of each of its

reporting units and indefinite lived intangible assets indicated that no impairment existed

The changes in the carrying amount of goodwill and the amount allocated by reportable segment

for the years presented are as follows in thousands

Wholesale Other Total

Goodwill as of August 2008 $154120 $16489 $170609

Goodwill adjustment for final DHI valuation 7150 7150
Goodwill arising from business combinations 874 874

Goodwill as of August 2009 146970 17363 164333

Goodwill adjustment for DHI restructuring activities

net of tax of $663 987 987
Goodwill adjustment for final opening balance sheet

adjustments for 2009 acquisitions 32 32
Goodwill arising from business combinations 23485 23485

Change in foreign exchange rates 126 126

Goodwill as of July 31 2010 $169594 $17331 $186925
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The following table presents details of the Companys other intangible assets in thousands

July 31 2010 August 2009

Gross Carrying Accumulated Gross Carrying Accumulated

Amount Amortization Net Amount Amortization Net

Amortizing intangible

assets

Customer relationships $23079 $3829 $19250 $10730 $2347 8383

Non-compete agreements 1751 1674 77 1780 1332 448

Trademarks and

tradenames 2233 207 2026 2.233 127 2106

Total amortizing intangible

assets 27063 5710 21353 14743 3806 10937

Indefinite lived intangible

assets

Trademarks and

tradenames 28848 28848 27421 27.421

Total $55911 $5710 $50201 $42164 $3806 $38358

Amortization expense was $1.9 million $2.4 million and $1.5 million for the years ended July 31

2010 August 2009 and August 2008 respectively The estimated future amortization expense for

the next five fiscal years on finite lived intangible assets existing as of July 31 2010 is shown below

Fiscal Year In thousands

2011 2608

2012 2531

20F3 2579

2014 2531

2015 2530

$12779

Revenue Recognition and Concentration of Credit Risk

The Company records revenue upon delivery of products Revenues are recorded net of applicable

sales discounts and estimated sales returns Sales incentives provided to customers are accounted for as

reductions in revenue as the related revenue is recorded The Companys sales are primarily to

customers located throughout the United States and Canada

Whole Foods Market Inc Whole Foods Market was the Companys largest customer in fiscal

2010 and 2009 Whole Foods Market and Wild Oats Markets Inc Wild Oats Markets were the

Companys largest two customers in fiscal 2008 In August 2007 Whole Foods Market and Wild Oats

Markets completed their previously-announced merger and as result Wild Oats Markets became

wholly-owned subsidiary of Whole Foods Market Whole Foods Market sold all thirty-five of Wild Oats

Markets Henrys and Sun Harvest store locations to subsidiary of Smart Final Inc on

September 30 2007 Whole Foods Market accounted for approximately 35% 33% and 31% of our net

sales for the years ended July 31 2010 August 2009 and August 2008 There were no other

customers that individually generated 10% or more of the Companys net sales

The Company analyzes customer creditworthiness accounts receivable balances payment history

payment terms and historical bad debt levels when evaluating the adequacy of its allowance for

doubtful accounts In instances where reserve has been recorded for particular customer future

sales to the customer are conducted using either cash-on-delivery terms or the account is closely
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monitored so that as agreed upon payments are received orders are released failure to pay results in

held or cancelled orders

Fair Value of Financial Instruments

The carrying amounts of the Companys financial instruments including cash accounts receivable

accounts payable and accrued expenses approximate fair value due to the short-term nature of these

instruments The carrying value of notes receivable and long-term debt are based on the instruments

interest rate terms maturity date and collateral if any in comparison to the Companys incremental

borrowing rate for similar financial instruments

The following estimated fair value amounts have been determined by the Company using available

market information and appropriate valuation methodologies However considerable judgment is

required in interpreting market data to develop the estimates of fair value Accordingly the estimates

presented herein are not necessarily indicative of the amounts that the Company could realize in

current market exchange

July 31 2010 August 2009

Carrying Value Fair Value Carrying Value Fair Value

In thousands

Assets

Cash and cash equivalents 13802 13802 10269 10269

Accounts receivable 217097 217097 179455 179455

Notes receivable 3346 3346 3975 3975

Liabilities

Notes payable
242.570 242.570 200000 200000

Long term debt including current portion 53466 53456 58.878 59015

Swap agreements

Interest rate swap 2493 2493 2717 2717

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted

in the United States of America requires management to make estimates and assumptions that affect

amounts reported therein Due to the inherent uncertainty involved in making estimates actual results

reported in future periods may be based on amounts that differ from those estimates

Notes Receivable Trade

The Company issues trade notes receivable to certain customers under two basic circumstances

inventory purchases for initial store openings and overdue accounts receivable Notes issued in

connection with store openings are generally receivable over period not to exceed twelve months

Notes issued in connection with overdue accounts receivable may extend for periods greater than one

year All notes are issued at market interest rate and contain certain guarantees and collateral

assignments in favor of the Company

Share-Based Compensation

The Company adopted ASC 718 Stock Compensation effective August 2005 ASC 718 requires

the recognition of the fair value of share-based compensation in net income The Company has three

share-based employee compensation plans which are described more fully in Note Share-based

compensation consists of stock options restricted stock awards restricted stock units and performance

units Stock options are granted to employees and directors at exercise prices equal to the fair market

value of the Companys stock at the dates of grant Generally stock options restricted stock awards

and restricted stock units granted to employees vest ratably over four years
from the grant date and
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grants to our Board of Directors vest ratably over two years with one third vesting immediately The

performance units granted to the Companys President and Chief Executive Officer during fiscal 2009

vested following the end of fiscal 2010 in accordance with the terms of the related Performance Unit

agreement The Company recognizes share-based compensation expense on straight-line basis over

the requisite service period of the individual grants which generally equals the vesting period

ASC 718 also requires that compensation expense be recognized for only the portion of share-

based awards that are expected to vest Therefore we apply estimated forfeiture rates that are derived

from historical employee and director termination activity to reduce the amount of compensation

expense recognized If the actual forfeitures differ from the estimate additional adjustments to

compensation expense may be required in future periods

The Company receives an income tax deduction for grants of restricted stock awards and restricted

stock units when they vest and for stock options exercised by employees equal to the excess of the

market value of our common stock on the date of exercise over the option price Excess tax benefits

tax benefits resulting from tax deductions in excess of compensation cost recognized are presented as

cash flow provided by financing activities with corresponding cash flow used in operating activities

in the accompanying consolidated statement of cash flows

ii Earnings Per Share

Basic earnings per share is calculated by dividing net income by the weighted average
number of

common shares outstanding during the period Diluted earnings per share is calculated by adding the

dilutive potential common shares to the weighted average number of common shares that were

outstanding during the period For purposes of the diluted earnings per share calculation outstanding

stock options restricted stock awards and restricted stock units are considered common stock

equivalents using the treasury stock method reconciliation of the weighted average number of

shares outstanding used in the computation of the basic and diluted earnings per share for all periods

presented follows

Fiscal Years ended

July 31 August August
2010 2009 2008

In thousands

Basic weighted average shares outstanding 43184 42849 42690

Net effect of dilutive common stock equivalents based

upon the treasury stock method 241 144 165

Diluted weighted average shares outstanding 43425 42993 42855

Potential anti-dilutive share-based payment awards

excluded from the computation above 791 1436 1052

Comprehensive Income Loss

Comprehensive income is reported in accordance with ASC 200 Comprehensive Income and

includes net income and the change in other comprehensive income loss Other comprehensive

income loss is comprised of the net change in fair value of derivative instruments designated as cash

flow hedges as well as foreign currency translation related to the translation of UNFI Canada from the

functional currency of Canadian dollars to our U.S dollar reporting currency For all periods

presented we display comprehensive income loss and its components as part of the consolidated

statements of stockholders equity

59



Derivative Financial Instruments

The Company is exposed to market risks arising from changes in interest rates fuel costs and with

the creation and operation of UNFI Canada exchange rates The Company generally uses derivatives

principally in the management of interest rate and fuel price exposure However during the fiscal year

ended July 31 2010 the Company utilized foreign currency derivative to reduce exposure to exchange

rate movements related to its planned purchase of the assets of the SDG business which was

denominated in Canadian dollars The Company does not utilize derivatives that contain leverage

features For derivative transactions accounted for as hedges on the date the Company enters into the

derivative transaction the exposure is identified The Company formally documents all relationships

between hedging instruments and hedged items as well as its risk-management objective and strategy

for undertaking the hedge transaction In this documentation the Company specifically identifies the

asset liability firm commitment forecasted transaction or net investment that has been designated as

the hedged item and states how the hedging instrument is expected to reduce the risks related to the

hedged item The Company measures effectiveness of its hedging relationships both at hedge inception

and on an ongoing basis as needed

Shipping and Handling Fees and Costs

The Company includes shipping and handling fees billed to customers in net sales Shipping and

handling costs associated with inbound freight are generally recorded in cost of sales whereas shipping

and handling costs for selecting quality assurance and outbound transportation are recorded in

operating expenses Outbound shipping and handling costs which exclude employee benefit expenses

which are not allocated totaled $218.2 million $214.0 million and $227.5 million for the fiscal year

ended July 31 2010 August 2009 and August 2008 respectively

Reserves for Self Insurance

The Company is primarily self-insured for workers compensation and general and automobile

liability insurance It is the Companys policy to record the self-insured portion of workers

compensation and automobile liabilities based upon actuarial methods to estimate the future cost of

claims and related expenses that have been reported but not settled and that have been incurred but

not yet reported Any projection of losses concerning workers compensation and automobile liability is

subject to considerable degree of variability Among the causes of this variability are unpredictable

external factors affecting litigation trends benefit level changes and claim settlement patterns

Operating Lease Expenses

The Company records lease payments via the straight-line method For leases with step rent

provisions whereby the rental payments increase over the life of the lease and for leases where the

Company receives rent-free periods the Company recognizes the total minimum lease payments on

straight-line basis over the lease term

Recenth Issued Accounting Pronouncements

In September 2006 the Financial Accounting Standards Board FASB issued Accounting

Standards Codification ASC 820 ASC 820 defines fair value establishes framework for measuring

fair value and requires enhanced disclosures about fair value measurements under other accounting

pronouncements but does not change the existing guidance as to whether or not an instrument is

carried at fair value The statement is effective for fiscal years beginning after November 15 2007 In

February 2008 the FASB issued ASC 820-10-65-1 Effective Date of ASC 820 ASC 820-65-1 which

delayed the effective date of ASC 820 by one year for nonfinancial assets and liabilities except those

that are recognized or disclosed at fair value in the financial statements on at least an annual basis In

October 2008 the FASB issued ASC 820-10-65-2 Determining the Fair Value of Financial Asset When

the Market for That Asset Is Not Active ASC 820-65-2 which clarifies the application of ASC 820 in

an inactive market and illustrates how an entity would determine fair value when the market for
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financial asset is not active In April 2009 the FASB issued ASC 820-10-65-4 Determining Fair Value

When the Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and

Identifying Transactions That Are Not Order ASC 820-65-4 which provides additional guidance for

estimating fair value in accordance with ASC 820 when the volume and level of activity for the asset or

liability have significantly decreased ASC 820-65-4 also includes guidance on identifying circumstances

that indicate transaction is not orderly ASC 820-65-4 is effective for interim and annual reporting

periods ending after June 15 2009 and is to be applied prospectively The Company adopted ASC 820

and ASC 820-65-2 effective August 2008 and adopted ASC 820-65-4 effective August 2009 These

adoptions did not have material effect on the Companys consolidated financial statements The

Company fully adopted ASC 820 including the provisions related to the fair value of goodwill other

intangible assets and non-financial long-lived assets effective August 2009 which did not have

material effect on the disclosures that accompany the Companys consolidated financial statements

Refer to Note for further discussion regarding the adoption of ASC 820

In February 2007 the FASB issued ASC 825 Financial Instruments ASC 825 ASC 825 permits

entities to choose to measure many financial instruments and certain other items at fair value that are

not currently required to he measured at fair value and establishes presentation and disclosure

requirements designed to facilitate comparisons between entities that choose different measurement

attributes for similar types of assets and liabilities Unrealized gains and losses on items for which the

fair value option has been elected are reported in earnings The statement is effective for fiscal years

beginning after November 15 2007 As of July 31 2010 the Company has not elected to adopt the fair

value option under ASC 825 for any financial instruments or other items

In December 2007 the FASB issued ASC 805 Business Combinations ASC 805 ASC 805

continues to require the purchase method of accounting for business combinations and the

identification and recognition of intangible assets separately from goodwill ASC 805 requires among
other things the buyer to account for the fair value of assets and liabilities acquired as of the

acquisition date i.e. fair value model rather than cost allocation model expense

acquisition-related costs recognize assets or liabilities assumed arising from contractual

contingencies at the acquisition date using acquisition-date fair values recognize goodwill as the

excess of the consideration transferred plus the fair value of any non-controlling interest over the

acquisition-date fair value of net assets acquired recognize at acquisition any contingent

consideration using acquisition-date fair values i.e fair value earn-outs in the initial accounting for the

acquisition and eliminate the recognition of liabilities for restructuring costs expected to be

incurred as result of the business combination ASC 805 also defines bargain purchase as

business combination where the total acquisition-date fair value of the identifiable net assets acquired

exceeds the fair value of the consideration transferred plus the fair value of any non-controlling

interest Under this circumstance the buyer is required to recognize such excess formerly referred to

as negative goodwill in earnings as gain In addition if the buyer determines that some or all of its

previously booked deferred tax valuation allowance is no longer needed as result of the business

combination ASC 805 requires that the reduction or elimination of the valuation allowance be

accounted as reduction of income tax expense ASC $05 is effective for fiscal years beginning on or

after December 15 2008 The Company has applied ASC 805 to the acquisition of certain Canadian

food distribution assets of the SunOpta Distribution Group business of SunOpta Inc SunOpta the

SDG assets acquired by the Companys Canadian subsidiary on June 11 2010 and as described in

more detail in Note and will apply ASC 805 to any other acquisitions that are made in the future

In December 2007 the FASB issued ASC 810 Consolidation ASC 810 This statement

establishes accounting and reporting standards for the non-controlling interest in subsidiary and for

the deconsolidation of subsidiary This statement is effective for fiscal years beginning on or after

December 15 2008 The adoption of ASC 810 did not have material effect on the Companys

consolidated financial statements

61



In April 2008 the FASB issued ASC 350-30 Determination of i/ic Useful Life of Intangible Assets

ASC 350-30 ASC 350-30 amends the factors that should be considered in developing renewal or

extension assumptions used to determine the useful life of recognized intangible asset under ASC

350 IntangiblesGoodwill and Other The intent of ASC 350-30 is to improve the consistency between

the useful life of recognized intangible asset and the period of expected cash flows used to measure

the fair value of the asset ASC 350-30 is effective for fiscal years beginning after December 15 2008

and interim periods
within those fiscal years The adoption of ASC 350-30 did not have material

effect on the Companys consolidated financial statements

In June 2008 the FASB issued ASC 260-10 Determining Whether Instruments Granted in Share-

Based Payment Transactions are Participating Securities ASC 260-10 ASC 260-10 provides that

unvested share-based payment awards that contain non-forfeitable rights to dividends or dividend

equivalents whether paid or unpaid are participating securities and shall be included in the

computation of earnings per share pursuant to the two-class method ASC 260-10 is effective for

financial statements issued for fiscal years beginning after December 15 2008 and interim periods

within those years ASC 260-10 requires that all earnings per share data presented for prior periods be

adjusted retrospectively including interim financial statements summaries of earnings and selected

financial data to conform The adoption of ASC 260-10 did not have material effect on the

Companys consolidated financial statements in the periods presented

In April 2009 the FASB issued ASC 825-10-65 Interim Disclosures about Fair Value of Financial

Instrunents ASC 825-10-65 ASC 825-10-65 requires disclosure about the fair value of financial

instruments not measured on the balance sheet at fair value in interim financial statements as well as in

annual financial statements Prior to ASC 825-10-65 fair values for these assets and liabilities were only

disclosed annually ASC 825-10-65 applies to all financial instruments within the scope of ASC 825 and

requires all entities to disclose the methods and significant assumptions used to estimate the fair

value of financial instruments ASC 825 is effective for interim periods ending after June 15 2009 The

adoption of ASC 825-10-65 did not have material effect on the Companys consolidated financial

statements

ACQUISITIONS

Wholesale Segment

On June 11 2010 we acquired the SDG assets through our wholly-owned subsidiary UNFI

Canada Inc UNFI Canada Total cash consideration paid in connection with the acquisition was

$65.8 million subject to certain adjustments for working capital balances as set forth in the asset

purchase agreement This acquisition was financed through borrowings under the Companys existing

revolving credit facility

The following table summarizes the consideration paid for the acquisition
and the estimated fair

values of assets acquired and liabilities assumed recognized at the acquisition date based on

preliminary valuation and purchase price allocation

In thousands

Total current assets $35106

Property equipment 7.512

Customer relationships and other intangible assets 13059

Goodwill 23485

Total assets $79162

Liabilities 13385

Cash consideration paid $65777
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The translation of the consideration paid and the preliminary purchase price allocation above from

the functional currency of Canadian dollars to U.S dollars was performed utilizing the June 11 2010

spot rate of $0.9673 The Company is still completing the final valuation of the acquired fixed assets

and intangibles as well as final settlement of the working capital adjustment The preliminary purchase

price allocation was based upon provisional valuation and the Companys estimates and assumptions

are subject to change within the measurement period as valuations are finalized Any change in the

estimated fair values upon finalization of the valuation analyses will change the amount of the

purchase price allocable to goodwill The preliminary fair value assigned to identifiable intangible assets

acquired was determined primarily by using an income approach Identifiable intangible assets include

customer relationships with preliminary estimated fair value of $12.3 million and the Aux Mules

tradename with preliminary estimated fair value of approximately $0.8 million The customer

relationship intangible asset is currently being amortized on straight-line basis over an estimated

useful life of approximately 11 years and the Aux Milles tradename is estimated to have an indefinite

useful life Significant assumptions utilized in the income approach were based on certain information

and projections which are not observable in the market and are thus considered Level measurements

as defined by authoritative guidance With this acquisition we became the largest distributor of natural

organic and specialty foods including kosher foods in Canada and now have an immediate platform

for growth in the Canadian market The preliminary goodwill of $23.5 million represents the future

economic benefits expected to arise that could not be individually identified and separately recognized

including expansion of the Companys sales in the Canadian market and expanded vendor relationships

Of the preliminary amount of goodwill recorded approximately $1 7.7 million is expected to be

deductible for tax purposes

Acquisition costs related to the establishment of UNFI Canada and the subsequent purchase of

SDG were approximately $1.0 million and have been expensed as incurred and are included within

Operating Expenses in the Consolidated Statements of Income Net sales from the acquisition

included in our results since June 11 2010 totaled $22.1 million for the year ended July 31 2010 and

earnings were not significant to the Companys consolidated earnings Total assets of UNFI Canada

were approximately $87.0 million as of July 31 2010

On November 2007 the Company acquired Distribution Holdings Inc and its wholly-owned

subsidiary Milibrook Distribution Services Inc DHI distributor of specialty food items including

ethnic kosher gourmet organic and natural foods health and beauty care items and other non-food

items from dedicated distribution centers located in Massachusetts and Arkansas as well as certain of

our broadline distribution centers to customers throughout the United States and Canada With recent

wins in the conventional supermarket channel the Company believes that the acquisition of DHI

accomplished certain strategic objectives including accelerating the expansion into number of

historically high-growth business channels and establishing immediate market share in the fast-growing

specialty foods market The Company also believes that the acquisition of DHI provides valuable

strategic opportunities enabling the Company to further leverage its existing and future relationships in

the supermarket business channel and that DHIs complementary product lines present opportunities

for cross-selling which will further grow the Companys wholesale distribution business These factors

contributed to the purchase price that resulted in goodwill as further noted below Of the total amount

of goodwill recorded approximately $9.3 million is deductible for tax purposes

Total cash consideration paid in connection with the acquisition was $85.5 million comprised of

$84.0 million of purchase price and $1.5 million of related transaction fees incurred subject to certain

adjustments set forth in the merger agreement Prior to the acquisition and during the three months

ended October 27 2007 the Company entered into note receivable from DHI in the amount of

$5.0 million which was assumed by the Company as part of the purchase price This acquisition was

financed through borrowings under the Companys existing revolving credit facility which was amended

in November 2007 to increase the Companys maximum borrowing base thereunder See Note for

description of these amendments
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During the year ended August 2009 the Company completed the final purchase price allocation

for its acquisition of DHI with the assistance of third-party valuation firms independent appraisal of

the fair value of certain assets acquired As result of the final purchase price allocation during the

year ended August 2009 goodwill decreased by approximately $7.2 million primarily due to an

adjustment of $5.6 million to the valuation of certain intangibles as well as adjustments to certain

deferred tax assets and liabilities The following table presents the final allocation of fair values of

assets and liabilities recorded in connection with the DHI acquisition including adjustments recorded

in fiscal 2010

In thousands

Total current assets 42.727

Property equipment 12516

Customer relationships and other intangible assets 11610

Goodwill 81.951

Other assets 2861

151665

Liabilities 66147

Cash consideration paid 85518

The Company has undertaken certain restructuring activities at DHI These activities which

include reductions in staffing and the planned elimination of facility were accounted for in

accordance with ASC 420 Exit or Disposal Cost Obligations The cost of these actions was charged to

the cost of the acquisition and corresponding liability of $7.6 million was included in other long-term

liabilities for the fiscal
year

ended August 2009 This liability was reduced in fiscal 2010 by

$1.7 million $1.0 million net of tax due to an adjustment in the timeline of the planned restructuring

activities

Other Segment

During the fiscal year ended July 31 2010 the Company made certain adjustments to the opening

balance sheets recorded for the three branded product companies purchased during the fiscal year

ended August 2009 which the company includes in the other category See Note 14 Business

Segments for description of the Companys reportable segment and the other category As result

of these final allocations intangibles increased by approximately $0.6 million primarily due to

adjustments of certain current assets and accrued expenses and ongoing royalty payments which are

considered contingent consideration and therefore increase the intangible balance

During the fiscal year ended August 2009 the Company acquired substantially all of the assets

and liabilities of three branded product companies which the Company includes in the other

category The total cash consideration paid for these product lines was approximately $4.5 million

Approximately $0.9 million in goodwill was recorded in connection with the acquisitions The cash paid

was financed by borrowings under the Companys existing revolving credit facility

During the fiscal year
ended August 2008 the Company acquired substantially all of the assets

and liabilities of three branded product companies and one retail store outside of the wholesale

segment The total cash consideration paid for these branded product companies and this retail store

was approximately $23.3 million No goodwill was recorded in connection with these branded product

company acquisitions Goodwill of $0.6 million was recorded during the fiscal year ended August

2008 in connection with the retail store acquisition Other intangible assets in the amount of

$20.5 million were recorded in connection with these acquisitions during the fiscal year ended August

2008 which included $19.9 million in trademarks and tradenames and $0.6 million in non-compete
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agreements The cash paid was financed by borrowings under the Companys existing revolving credit

facility

Pro Forma Financial Information

The results of operations of all acquired companies have been included in the Companys
consolidated statements of income since the respective dates of acquisition The following table

presents the Companys unaudited pro forma results of operations assuming that the acquisitions made

during fiscal 2008 had occurred as of the beginning of fiscal 2007 which are the only acquisitions that

meet the threshold for pro forma disclosure The following pro forma results do not include any cost

savings that may result from the combination of the acquired companies and the Company

Fiscal Year

Ended

August
2008

in thousands

Net Sales $3438903

Income before Income taxes 68070

Net Income 42748

Earnings per common share

Basic 1.00

Diluted 1.00

EQUITY PLANS

Effective August 2005 the Company adopted the fair value recognition provisions of ASC 718

using the modified-prospective transition method Under this transition method compensation cost

recognized subsequent to fiscal 2005 includes compensation cost for all share-based payments

granted through August 2005 but for which the requisite service period had not been completed as

of August 2005 based on the grant date fair value estimated in accordance with the original

provisions of SFAS 123 and compensation cost for all share-based payments granted subsequent to

August 2005 based on the grant date fair value estimated in accordance with the provisions of ASC

718

The Company recognized share-based compensation expense of $8.1 million for the fiscal year

ended July 31 2010 compared to share-based compensation expense of $5.5 million for the fiscal year

ended August 2009 The Company recognized share-based compensation expense of $4.7 million for

the fiscal
year

ended August 2008

As of July 31 2010 there was $11.1 million of total unrecognized compensation cost related to

outstanding share-based compensation arrangements including stock options and restricted stock This

cost is expected to be recognized over weighted-average period of 2.6 years

For stock options the fair value of each grant was estimated at the date of grant using the Black

Scholes option pricing model Black-Scholes utilizes assumptions related to volatility the risk-free

interest rate the dividend yield and expected life Expected volatilities utilized in the model are based

on the historical volatility of the Companys stock price The risk-free interest rate is derived from the

U.S Treasury yield curve in effect at the time of grant The model incorporates exercise and

post-vesting forfeiture assumptions based on an analysis of historical data The expected term is derived

from historical information and other factors The fair value of restricted stock awards restricted stock

units and performance share units are determined based on the number of shares or units as

applicable granted and the quoted price of the Companys common stock as of the grant date
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The following summary presents the weighted average assumptions used for stock options granted

in fiscal 2010 2009 and 2008

Year ended

Expected volatility

Dividend yield

Risk free interest rate

Expected term in years

As of July 31 2010 the Company had two stock option plans the 2002 Stock Incentive Plan and

the 1996 Stock Option Plan collectively the Plans The Plans provide for grants of stock options to

employees officers directors and others These options are intended to either qualify as incentive stock

options within the meaning of Section 422 of the Internal Revenue Code or be non-statutory stock

options Beginning with the Companys fiscal 2010 grants non-qualified stock options are being

granted in place of incentive stock options in order to decrease the variability in income taxes due to

the timing of tax benefits from disqualifying dispositions Vesting requirements for awards under the

Plans are at the discretion of the Companys Board of Directors or Compensation Committee of the

Board of Directors and are typically four years with graded vesting for employees and two years with

graded vesting for non-employee directors The maximum term of all incentive stock options granted

under the Plans including non-statutory stock options granted under the 2002 Stock Incentive Plan is

ten years The maximum term for non-statutory stock options granted under the 1996 Stock Option

Plan was at the discretion of the Companys Board of Directors and all grants to date have had term

of ten years There were 7800000 shares authorized for grant under the Plans As of July 31 2010

146315 shares were available for grant
under the 2002 Stock Incentive Plan and the 1996 Stock Option

Plan authorization for new grants has expired Beginning with the fourth quarter of fiscal 2010 the

Company has begun issuing shares from treasury in addition to issuing new shares to satisfy stock

option exercises and restricted stock vestings

The following summary presents
the weighted-average remaining contractual term of options

outstanding at July 31 2010 by range of exercise prices

Exercise Price Range

$10.00 -$18.00

$18.01 $24.00

$24.01 $30.00

$30.01 $40.00

Weighted

Veighted Average

Number of Average Remaining Number of Weighted

Options Exercise Contractual Shares Average

Outstanding Price Term Exercisable Exercise Price

17750 $12.64 3.0 16250 $12.62

50450 $18.82 3.5 49.700 $18.76

674992 $26.02 6.9 357448 $26.96

218715 $36.14 6.1 168137 $36.17

961907 $27.70 6.5 591535 $28.49

Jul 31 August

2010 2009

45.2% 39.0%

0.0% 0.0%

1.4% 2.1%

3.0

August
200$

32.7%

0.0%

3.1%

3.0
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The following summary presents information regarding outstanding stock options as of July 31

2010 and changes during the fiscal year then ended with regard to options under the Plans

Weighted

Weighted Average

Average Remaining Aggregate

Number Exercise Contractual Intrinsic

of Options Price Term Value

Outstanding at beginning of year 1295377 $25.59

Granted 197.804 $24.72

Exercised 424312 $19.99

Forfeited 57540 $27.38

Cancelled 49.422 $27.15

Outstanding at end of year 961907 $27.70 6.5 years $6367071

Exercisable at end of year 591535 $28.49 5.3 years $3538885

The weighted average grant-date fair value of options granted during the fiscal years ended

July 31 2010 August 2009 and August 2008 was $7.73 $7.05 and $7.34 respectively The

aggregate
intrinsic value of options exercised during the fiscal years ended July 31 2010 August

2009 and August 2008 was $4.6 million $1.2 million and $0.5 million respectively

At July 31 2010 the Company also had established the 2004 Equity incentive Plan the 2004

Plan The 2004 Plan as amended during fiscal 2009 provides for the issuance of up to 2500000

equity-based compensation awards other than stock options such as restricted shares and units

performance shares and units bonus shares and stock appreciation rights Vesting requirements for

restricted share and unit awards under the 2004 Plan are at the discretion of the Companys Board of

Directors or the Compensation Committee thereof and are typically four years
with graded vesting for

employees and two years
with graded vesting for non-employee directors The performance units

granted to the Companys President and Chief Executive Officer during fiscal 2009 vested as of July 31

2010 in accordance with the terms of the related Performance Unit agreement At July 31 2010

1.369833 shares were available for grant under the 2004 Plan

The following summary presents information regarding restricted stock and restricted stock unit

awards as of and for the fiscal
year

ended July 31 2010 under the 2004 Plan

%Veighted Average
Number Grant-Date

of Awards Fair Value

Outstanding at August 2009 514286 $26.35

Granted 357022 $25.07

Vested 182865 $26.90

Forfeited 79.028 $25.87

Outstanding at July 31 2010 609415 $25.49

The total intrinsic value of restricted stock awards and units vested and performance units vested

during the fiscal year ended July 31 2010 was $6.2 million and $1.0 million respectively The total fair

value of restricted shares and units vested during the fiscal
year

ended July 31 2010 and August

2009 was $4.7 million and $2.4 million respectively

Effective July 31 2010 50175 performance share units vested related to the Performance Unit

Agreement with the Companys President and CEO with corresponding intrinsic value and fair value

of $1.7 million and $1.0 million respectively The grant date fair value of these awards was $19.99
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ALLOWANCE FOR DOUBTFUL ACCOUNTS AND NOTES RECEIVABLE

The allowance for doubtful accounts and notes receivable consists of the following

Fiscal year Fiscal year Fiscal year

ended ended ended

July 31 2010 August 2009 August 2008

In thousands

Balance at beginning of year 8876 7088 5.981

Additions charged to costs and expenses 1.149 4759 2707

Deductions 3399 2.971 2765
Charged to Other Accountsa 1066 1.165

Balance at end of year 7692 8.876 7088

Relates to acquisitions

The Company analyzes the details of specific transactions overall customer creditworthiness

current accounts receivable aging payment history and any available industry information when

determining whether to charge off an account In instances where balance has been charged off

future sales to the customer are conducted using either cash-on-delivery terms or the account is closely

monitored so that as agreed-upon payments are received orders are released failure to pay results in

held or cancelled orders

ASSETS HELD FOR SALE

In November 2005 the Company transitioned all remaining operations at one of its two Auburn

California facilities to new facility in Rocklin California As result the Company reclassified

$7.4 million of long-lived assets related to the Auburn facility that were previously included in property

and equipment as held for sale in the consolidated balance sheet In June 2006 the Company sold

portion of these long-lived assets for less than $0.1 million resulting in loss of $0.5 million which was

recorded in operating expenses in the fourth quarter of fiscal 2006 In January 2007 the Company sold

the remaining long-lived assets for $5.4 million resulting in loss of $1.5 million which was recorded

in operating expenses in the second quarter
of fiscal 2007

In the year ended July 28 2007 the Company transitioned its remaining Auburn California

operations to its Rocklin California facility determined to sell the second Auburn California facility

and related assets and recorded an impairment loss of $0.8 million with respect to that facility The

impairment loss was recognized based on managements estimate of fair value of the facility less costs

of disposal As result the Company reclassified to assets held for sale $5.9 million of long-lived

assets net of the $0.8 million impairment loss that were previously included in property and

equipment During the year ended August 2008 the Company decided not to sell the second

Auburn California facility and related assets due to need for additional warehouse space in northern

California This resulted in the recording of catch up depreciation of $0.2 million during the
year

ended

August 2008 and the reclassification of $5.9 million of assets held for sale to property
and

equipment net

NOTES PAYABLE

On April 30 2004 the Company entered into an amended and restated four-year $250 million

revolving credit facility secured by among other things the Companys accounts receivable inventory

and general intangibles with bank group that was led by Bank of America Business Capital as the

administrative agent the amended credit facility The amended credit facility increased the amount

available for borrowing from $150 million to $250 million On November 2007 the Company

amended the amended credit facility to temporarily increase the maximum borrowing base from

$250 million to $270 million On November 27 2007 the Company again amended the amended credit
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facility to increase the maximum borrowing base under the credit facility from $270 million to

$400 million The November 27 2007 amendment also provided the Company with one-time option

subject to approval by the lenders under the credit facility to increase the borrowing base by up to an

additional $50 million In connection with this amendment we also entered into securities pledge

agreement pursuant to which we and DHI pledged to the administrative agent all of our or DHIs

right title and interest in and to the equity interests in our subsidiaries whether then existing or

thereafter acquired interest accrues on borrowings under the amended credit facility at the Companys

option at either the base rate the applicable prime lending rate of Bank of America Business Capital

as announced from time to time 3.25% at July 31 2010 and August 2009 or at the one-month

London Interbank Offered Rate LIBOR plus 0.75% The amended credit facility matures on

November 27 2012 The weighted average interest rate on the amended credit facility was 1.20% as of

July 31 2010 An annual commitment fee in the amount of 0.125% is payable monthly based on the

average daily unused portion of the amended credit facility Our borrowing base is determined as the

lesser of $400 million or the fixed percentages of our previous fiscal month-end eligible accounts

receivable and inventory levels As of July 31 2010 our borrowing base which was calculated based on

our eligible accounts receivable and inventory levels was $397.1 million As of July 31 2010 we had

$242.6 million outstanding under the credit facility $20.0 million in letter of credit commitments and

$1.3 million in reserves which generally reduces our available borrowing capacity under the existing

revolving credit facility on dollar for dollar basis When our borrowing base as calculated above is

equal to $400 million reserves do not reduce available borrowing capacity Our resulting remaining

availability was $133.2 million as of July 31 2010

On June 2008 the Company entered into an amendment which was effective as of May 28

2008 to the amended credit facility in order to waive events of default as result of the Companys

noncompliance at April 26 2008 with the fixed charge coverage ratio covenant under amended credit

facility the Fixed Charge Coverage Ratio Covenant ii increase the interest rate applicable to

borrowings under the amended credit facility by 0.25% during the period from June 2008 through

the date on which the Company demonstrates compliance with the Fixed Charge Coverage Ratio

Covenant and iii exclude non-cash share based compensation expense from the calculation of

EBITDA as defined under the amended credit facility in connection with the calculation of the fixed

charge coverage ratio under the amended credit facility The amended credit facility requires the

Company to maintain minimum fixed charge coverage ratio of 1.5 to 1.0 calculated at the end of each

of the Companys fiscal quarters on rolling four quarter basis with which the Company was in

compliance in fiscal 2010 The principal reason for the Companys earlier noncompliance with the Fixed

Charge Coverage Ratio Covenant was the Companys high level of capital expenditures in the trailing

twelve month period ended April 26 2008

The Company was in compliance with all restrictive covenants at July 31 2010 and August 2009

The amended credit facility also provides for the bank to syndicate the credit facility to other banks

and lending institutions The Company has pledged the majority of its U.S.-generated accounts

receivable and inventory for its obligations under the amended credit facility

LONG-TERM DEBT

The Company entered into $30 million term loan agreement with financial institution effective

April 30 2003 The term loan was repayable over seven years based on fifteen year amortization

schedule Interest accrued at 30 day LIBOR plus 1.50% The Company has pledged certain real

property as collateral for its obligations under the term loan agreement In July 2005 the Company
amended the term loan agreement with the financial institution increasing the principal amount

available up to $75 million decreasing the interest rate to 30-day LIBOR plus 1.0% and extending the

maturity date to July 2012 In connection with the amendments to the amended credit facility described

in Note effective November 2007 and November 27 2007 the Company amended its term loan

agreement to conform certain terms and conditions to the corresponding terms and conditions under

the amended credit facility
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On June 2008 the Company entered into an amendment which was effective as of May 28

2008 to the term loan agreement in order to waive events of default as result of the Companys

noncompliance at April 26 2008 with the fixed charge coverage ratio covenant under the term loan

agreement the Term Loan Fixed Charge Coverage Ratio Covenant ii increase the interest rate

applicable to borrowings under the Companys term loan by 0.25% during the period from June 2008

through the date on which the Company demonstrates compliance with the Term Loan Fixed Charge

Coverage Ratio Covenant and iii exclude non-cash share based compensation expense from the

calculation of EBITDA as defined in the term loan agreement in connection with the calculation of

the fixed charge coverage ratio under the term loan agreement The term loan agreement as amended

requires the Company to maintain minimum fixed charge coverage ratio of 1.45 to 1.0 calculated at

the end of each of the Companys fiscal quarters on rolling four quarter basis The principal reason

for the Companys noncompliance with the Term Loan Fixed Charge Coverage Ratio Covenant was the

Companys high level of capital expenditures in the trailing twelve month period ended April 26 2008

As of July 31 2010 and August 2009 the Companys long-term debt consisted of the following

Juy 31 August
2010 2009

In thousands

Term loan payable to bank secured by real estate due monthly and maturing in

July 2012 at an interest rate of 30 day LIBOR plus 1.00% 1.31% at July 31

2010 and 1.28% at August 2009 $51822 $56926

Real estate and equipment term loans payable to bank secured by building and

other assets due monthly and maturing in June 2015 at an interest rate of

8.60% 930 1075

Term loan for employee stock ownership plan secured by common stock of the

Company due monthly and maturing in May 2015 at an interest rate of 133% 714 877

$53466 $58878

Less current installments 5033 5020

Long-term debt excluding current installments $48433 $53.858

Certain of the Companys long-term debt agreements contain restrictive covenants The Company

was in compliance with all of its restrictive covenants including the Term Loan Fixed Charge Coverage

Ratio Covenant at July 31 2010 and August 2009

Aggregate maturities of long-term debt for the next five years and thereafter are as follows at

July 31 2010

Year in thousands

2011 5033

2012 47447

2013 352

2014 369

2015 265

2016 and thereafter

$53466

FAIR VALUE MEASUREMENTS OF FINANCIAL INSTRUMENTS

As of August 2009 the Company has fully adopted FASB ASC 820 Fair Value Measuenents and

Disclosures ASC 820 for financial assets and liabilities and for non-financial assets and liabilities

that are recognized or disclosed at fair value on at least an annual basis ASC 820 defines fair value as

the price that would be received from selling an asset or paid to transfer liability in an orderly
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transaction between market participants at the measurement date When determining the fair value

measurements for assets and liabilities required or permitted to be recorded at fair value the Company
considers the principal or most advantageous market in which it would transact and considers

assumptions that market participants would use when pricing the asset or liability such as inherent risk

transfer restrictions and risk of nonperformance ASC 820 establishes fair value hierarchy that

requires an entity to maximize the use of observable inputs and minimize the use of unobservable

inputs when measuring fair value ASC 820 establishes three levels of inputs that may be used to

measure fair value

Level InputsUnadjusted quoted prices in active markets for identical assets or liabilities

Level InputsInputs other than quoted prices included in Level that are either directly or

indirectly observable through correlation with market data These include quoted prices for

similar assets or liabilities in active markets quoted prices for identical or similar assets or

liabilities in markets that are not active and inputs to valuation models or other pricing

methodologies that do not require significant judgment because the inputs used in the model

such as interest rates and volatility can be corroborated by readily observable market data

Level InputsOne or more significant inputs that are unobservable and supported by little or

no market activity and that reflect the use of significant management judgment Level assets

and liabilities include those whose fair value measurements are determined using pricing models

discounted cash flow methodologies or similar valuation techniques and significant management

judgment or estimation

Interest Rate Swap Agreement

On August 2005 the Company entered into an interest rate swap agreement effective July 29

2005 The agreement provides for the Company to pay interest for seven-year period at fixed rate

of 4.70% on an initial amortizing notional principal amount of $50.0 million while receiving interest for

the same period at the one-month London Interbank Offered Rate LIBOR on the same notional

principal amount The swap has been entered into as hedge against LIBOR movements on current

variable rate indebtedness at one-month LIBOR plus 1.00% thereby fixing its effective rate on the

notional amount at 5.70% The swap agreement qualifies as an effective hedge under FASB

ASC 815 Derivatives and Hedging ASC 815 LIBOR was 0.31% and 0.28% as of July 31 2010 and

August 2009 respectively

Interest rate swap agreements are entered into for periods consistent with related underlying

exposures and do not constitute positions independent of those exposures The Companys interest rate

swap agreement is designated as cash flow hedge at July 31 2010 and is reflected at fair value in the

Companys consolidated balance sheet as component of other long-term liabilities The related gains

or losses on this contract are generally deferred in stockholders equity as component of other

comprehensive income However to the extent that the swap agreement is not considered to be

effective in offsetting the change in the value of the item being hedged any change in fair value

relating to the ineffective portion of the swap agreement is immediately recognized in income For the

periods presented the Company did not have any ineffectiveness requiring current income recognition

Fuel Supply Agreements

The Company is party to several fixed price fuel supply agreements During the
year

ended

July 31 2010 the Company entered into several agreements which require it to purchase portion of

its diesel fuel each month at fixed prices through July 2011 These fixed price fuel agreements qualify

for the normal purchase exception under ASC 815 as physical deliveries will occur rather than net

settlements therefore the fuel purchases under these contracts are expensed as incurred and included

within operating expenses
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During the year ended August 2009 the Company entered into several agreements which

require it to purchase portion of its diesel fuel each month at fixed prices through July 2010 These

fixed price fuel agreements also qualified for the normal purchase exception under ASC 815

therefore the fuel purchases under these contracts were expensed as incurred and included within

operating expenses

Exchange Rate Forward Contract

In anticipation of the Canadian dollars needed to fund the acquisition of the SDG assets of

SunOpta the Company entered into forward contract to exchange US dollars for Canadian dollars

Upon settlement of the contract in June 2010 the Company recorded gain of $2.8 million in other

expense income within the Consolidated Statements of Income

The following table provides the fair values hierarchy for financial assets and liabilities measured

on recurring basis

Fair Value at .July 31 2010

Level Level Level

In thousands

Description

Liabilities

Interest Rate Swap $2493

Total $2493

The Companys determination of the fair value of its interest rate swap is calculated using

discounted cash flow analysis based on the terms of the swap contract and the observable interest rate

curve The Company does not enter into derivative agreements for trading purposes

TREASURY STOCK

On December 2004 the Companys Board of Directors authorized the repurchase of up to

$50 million of common stock through February 2008 in the open market or in privately negotiated

transactions As part of the stock repurchase program the Company purchased 228800 shares of its

common stock for its treasury during the year ended July 29 2006 at an aggregate cost of

approximately $6.1 million All shares were purchased at prevailing market prices
There were no other

purchases made during the authorization period

The Company in an effort to reduce the treasury share balance decided in the fourth quarter
of

fiscal 2010 to issue treasury shares to satisfy certain share requirements related to exercises of stock

options and vesting of restricted stock units and awards under its equity incentive plans During the

fiscal
year

ended July 31 2010 the Company issued 201814 treasury shares related to stock option

exercises and the vesting of restricted stock units and awards

10 COMMITMENTS AND CONTINGENCIES

The Company leases various facilities and equipment under operating lease agreements with

varying terms Most of the leases contain renewal options and purchase options at several specific dates

throughout the terms of the leases

Rent and other lease expense for the fiscal years ended July 31 2010 August 2009 and

August 2008 totaled approximately $45.2 million $37.7 million and $30.1 million respectively

72



Future minimum annual fixed payments required under non-cancelable operating leases having an

original term of more than one year as of July 31 2010 are as follows

Fiscal Year In thousands

2011 41293
2012 36553
2013 33211

2014 29957
2015 24887
2016 and thereafter 83368

$249269

As of July 31 2010 outstanding commitments for the purchase of inventory were approximately

$27.8 million The Company had outstanding letters of credit of approximately $20.0 million at July 31
2010

As of July 31 2010 outstanding commitments for the purchase of diesel fuel through fiscal 2011

were approximately $6.7 million

Assets mortgaged amounted to approximately $102.0 million at July 31 2010

The Company may from time to time he involved in various claims and legal actions arising in the

ordinary course of business In the opinion of management the ultimate disposition of these matters

will not have material adverse effect on the Companys consolidated financial position or results of

operations Legal expenses incurred in connection with claims and legal actions are expensed as

incurred

11 RETIREMENT PLANS

Retirenwn Plan

The Company has defined contribution retirement plan the United Natural Foods Inc

Retirement Plan the Retirement Plan In order to become participant in the Retirement Plan

employees must meet certain eligibility requirements as described in the Retirement Plan document In

addition to amounts contributed to the Retirement Plan by employees the Company makes

contributions to the Retirement Plan on behalf of the employees During fiscal 2008 the Company
assumed the Millbrook Distribution Services Retirement Plan and the Millbrook Distribution Services

Union Retirement Plan following its acquisition of DHI on November 2007 During the fiscal year

ended August 2009 the Company merged the Millbrook Distribution Services Retirement Plan into

the Retirement Plan The Companys contributions to these plans were approximately $3.2 million

$3.0 million and $2.7 million for the fiscal years ended July 31 2010 August 2009 and August

2008 respectively

Deferred Compensation and Supplemental Retirement Plans

The Millbrook Deferred Compensation Plan and the Millbrook Supplemental Retirement Plan

were assumed by the Company as part of the purchase of DHI Deferred compensation relates to

compensation arrangement implemented in 1984 by predecessor of Millhrook in the form of

non-qualified defined benefit plan and supplemental retirement plan which permitted former officers

and certain management employees at the time to defer portions of their compensation to earn

specified maximum benefits upon retirement The future obligations which are fixed in accordance with

the plans have been recorded at discount rate of 5.7% These plans do not allow new participants

In an effort to provide for the benefits associated with these plans Millbrooks predecessor

purchased whole-life insurance contracts on the plan participants The value of these policies at July 31
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2010 of $9.0 million is included in Other Assets in the Consolidated Balance Sheet At July 31 2010

total future obligations including interest assuming commencement of payments at an individuals

retirement age as defined under the deferred compensation arrangement were as follows

\ear In thousands

2011 1159

2012 1247

2013 1.244

2014 1232

2015 1223

2016 and thereafter 7.859

$13964

12 EMPLOYEE STOCK OWNERSHIP PLAN

The Company adopted the UNFI Employee Stock Ownership Plan the ESOP Plan for the

purpose of acquiring outstanding shares of the Company for the benefit of eligible employees The

ESOP Plan was effective as of November 1988 and has received notice of qualification by the

Internal Revenue Service

In connection with the adoption of the ESOP Plan Trust was established to hold the shares

acquired On November 1988 the Trust purchased 40% of the then outstanding common stock of

the Company at price of $4.1 million The trustees funded this purchase by issuing promissory notes

to the initial stockholders with the Trust shares pledged as collateral These notes bear interest at

1.33% and 10.00% as of July 31 2010 and August 2009 respectively and are payable through May

2015 As the debt is repaid shares are released from collateral and allocated to active employees based

on the proportion of principal and interest paid in the year

All shares held by the ESOP were purchased prior to December 31 1992 As result the

Company considers unreleased shares of the ESOP to be outstanding for purposes of calculating both

basic and diluted earnings per share whether or not the shares have been committed to he released

The debt of the ESOP is recorded as debt and the shares pledged as collateral are reported as

unearned ESOP shares in the consolidated balance sheets During the fiscal years
ended July 31 2010

August 2009 and August 2008 contributions totaling approximately $0.2 million $0.3 million and

$0.3 million respectively were made to the Trust Of these contributions less than $0.1 million in fiscal

2010 and approximately $0.1 million in each of fiscal 2009 and 2008 represented
interest

The ESOP shares were classified as follows

July 31 August
2010 2009

In thousands

Total ESOP sharesbeginning of year
2.552 2640

Shares distributed to employees 133 88

Total ESOP sharesend of year 2419 2552

Allocated shares 1799 1711

Unreleased shares 620 841

Total ESOP shares 2419 2552

During the fiscal
years

ended July 31 2010 and August 2009 220606 shares and 280069 shares

were released for allocation respectively The fair value of unreleased shares was approximately

$20.9 million and $22.7 million at July 31 2010 and August 2009 respectively
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13 INCOME TAXES

For the fiscal year July 31 2010 income before income taxes consists of $112888 from

U.S operations and $886 from foreign operations All income before income taxes for the fiscal
years

ended August 2009 and August 2008 is from U.S operations

Total federal and state income tax benefit expense from continuing operations consists of the

following

Total income tax expense benefit was different than the amounts computed using the United

States statutory income tax rate 35% applied to income before income taxes as result of the

following

$31818

7147

345

$38620

$32998

7761

40759

$22106

4354

$26460

$5488

427

$5061

33
272

239

$1979

278

$2257

$3 7.306

6720

345

$43681

$32965

8033

$40998

$24085

4632

$28717

Computed expected tax expense

State and local income tax net of Federal income tax

benefit

Non-deductible expenses

Tax effect of share-based compensation

General Business Credits

Other net

Total income tax expense benefit

Fiscal year ended

July 31 August August
2010 2009 2008

In thousands

$39201 $35064 $27019

4368 5222 3011

872 861 862

78 65 464

215 325 3825
623 241 1186

$43681 $40998 $28717

Current Deferred Total

In thousands

Fiscal year ended July 31 2010

U.S Federal

State Local

Foreign

Fiscal year ended August 2009

U.S Federal

State and local

Fiscal year ended August 2008

U.S Federal

State and local
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Total income tax expense benefit for the years ended July 31 2010 August 2009 and August

2008 was allocated as follows

July 31 August August
2010 2009 2008

hi thousands

Income tax expense $43681 $40998 $28717

Stockholders equity difference between compensation

expense for tax purposes and amounts recognized

for financial statement purposes 1822 598 171
Other comprehensive income 97 647 690

$41956 $40949 $27856

The tax effects of temporary differences that give rise to significant portions of the net deferred

tax assets and deferred tax liabilities at July 31 2010 and August 2009 are presented below

2010 2009

In thousands

Deferred tax assets

Inventories principally due to additional costs inventoried for

tax purposes 4.906 4.576

Compensation and benefit related 14725 14049

Accounts receivable principally due to allowances for

uncollectible accounts 2.655 3447

Accrued expenses 6586 6506

Other comprehensive income 997 1093

Net operating loss and tax credit carryforwards 9298 13814

Other deferred tax assets 23 33

Total gross deferred tax assets 39190 435 18

Less valuation allowance 5052 5138

Net deferred tax assets 34138 38380

Deferred tax liabilities

Plant and equipment principally
due to differences in

depreciation $15546 $16899

Intangible assets 18495 15704

Other 135

Total deferred tax liabilities 34.176 32603

Net deferred tax assets liabilities 38 5777

Current deferred income tax assets 20560 $18074

Non-current deferred income tax liabilities 20598 12297

38 5777

The net increase decrease in total valuation allowance in fiscal
years 2010 2009 and 2008 was

$86 $2406 and $2.23 respectively

At July 31 2010 the Company had net operating loss carryforwards of approximately $9.7 million

for federal income tax purposes The federal tax loss carryforwards are subject to an annual limitation

of approximately $5.1 million under Internal Revenue Code Section 382 The carryforwards expire at

various times between fiscal 2011 and 2027 In addition the Company had net operating loss

carryforwards of approximately $66 million for state income tax purposes that expire in fiscal years
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2013 through 2030 At July 31 2010 the Company also had state tax credit carryforwards of

approximately $1.1 million which will expire by fiscal 2012

In assessing the recoverability of deferred tax assets the Company considers whether it is more

likely than not that some portion or all of the deferred tax assets will not be realized Due to the fact

that the Company has sufficient taxable income in the federal carryhack period and anticipates

sufficient future taxable income over the periods which the deferred tax assets are deductible the

ultimate realization of deferred tax assets for federal and state tax purposes appears more likely than

not at July 31 2010 with the exception of certain state deferred tax assets

Valuation allowances were established against approximately $5.1 million of state deferred tax

assets related to DHI and certain state tax credit carryforwards The subsequent release of this

valuation allowance if such release occurs will reduce income tax expense

For the fiscal
years

ended July 31 2010 August 2009 and August 2008 the Company did not

have any material unrecognized tax benefits and thus no significant interest and penalties related to

unrecognized tax benefits were recognized The Company records interest and penalties related to

unrecognized tax benefits as component of income tax expense In addition the Company does not

expect that the amount of unrecognized tax benefits will change significantly within the next 12 months

The Company and its subsidiaries file income tax returns in the United States federal jurisdiction

and in various state jurisdictions Following the acquisition of the SDG assets from SunOpta UNFI

Canada will file income tax returns in Canada and certain of its provinces The Company is no longer

subject to U.S federal tax examinations for years before fiscal 2007 The tax years that remain subject

to examination by state jurisdictions range from fiscal 2007 to fiscal 2010

14 BUSINESS SEGMENTS

The Company has several operating divisions aggregated under the wholesale segment which is the

Companys only reportable segment These operating divisions have similar products and services

customer channels distribution methods and historical margins The wholesale segment is engaged in

national distribution of natural organic and specialty foods produce and related products in the United

States and Canada The Company has additional operating divisions that do not meet the quantitative

thresholds for reportable segments and are therefore aggregated under the caption of Other Other
includes retail division which engages in the sale of natural foods and related products to the general

public through retail storefronts on the east coast of the United States manufacturing division which

engages in importing roasting and packaging of nuts seeds dried fruit and snack items and the

Companys branded product lines Other also includes certain corporate operating expenses that are

not allocated to operating divisions which consist of depreciation salaries retainers and other related

expenses of officers directors corporate finance including professional services information

technology governance legal human resources and internal audit that are necessary to operate the

Companys headquarters located in Providence Rhode Island and formerly in Dayville Connecticut

As the Company continues to expand its business and serve its customers through new national

platform these corporate expense amounts have increased which is the primary driver behind the

increasing operating losses within the Other category below Non-operating expenses that are not

allocated to the operating divisions are under the caption of Unallocated Expenses The Company

does not record its revenues for financial reporting purposes by product group and it is therefore

impracticable for the Company to report them accordingly
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Following is business segment information for the periods indicated

$3757139

114902

5845

247
2698

112002

27483

55109

186925

1250799

$3454900

109921

9914

450
275

100182

27.029

32353

164333

1058550

$3365857

92479

16 133

768
82

77196

22544

51083

170609

1084483

Wholesale Other Eliminations

In thousands

$3698349 $171841 $113051
152364 38108 646

Fiscal year ended July 31 2010

Net sales

Operating income loss

Interest expense

Interest income

Other net

Income before income taxes

Depreciation and amortization

Capital expenditures

Goodwill

Assets

Consolidated

24.744

51495

169594

1099962

2739

3614

17331

159814 8.977

$3392984 $142769 80853
128998 20639 1562

Unallocated

Expenses

5.845

247
2698

9914

450
275

16 133

768
82

Fiscal year ended August 2009

Net sales

Operating income loss
Interest expense

Interest income

Other net

Income before income taxes

Depreciation and amortization

Capital expenditures

Goodwill

Assets

Fiscal
year

ended August 2008

Net sales

Operating income loss
Interest expense

Interest income

Other net

Income before income taxes

Depreciation and amortization

Capital expenditures

Goodwill

Assets

23333

27342

146.970

942845

3696

5.011

17363

123908 8203

$3310104 $139941 84188
99.616 6046 1091

21306

48.168

154120

969630

1.238

2915

16489

123673 8820
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15 QUARTERLY FINANCIAL DATA UNAUDITED

The following table sets forth certain key interim financial information for the years ended July 31
2010 and August 2009

First Second Third Fourth

Quarter Quarter Quarter Quarter Full Year

In thousands except per share data

2010

Net sales $884768 $898.217 $985694 $988460 $3757139

Gross profit 164601 166.606 182407 183317 696931

Income before income taxes 25888 26099 32.480 27535 112002

Net income 15533 15.660 19488 17640 68321

Per common share income

BasicS 0.36 0.36 0.45 0.41 1.58

Diluted 0.36 0.36 0.45 0.40 1.57

Weighted average basic

Shares outstanding 42982 43024 43245 43483 43184

Weighted average diluted

Shares outstanding 43211 43315 43536 43813 43425

Market Price

High 28.28 29.35 31.35 35.12 35.12

Low 23.03 23.29 24.71 28.92 23.03

First Second Third Fourth

Quarter Quarter Quarter Quarter Full Year

In thousands except per share data

2009

Net sales $864236 $847635 $889538 $853491 $3454900

Gross profit 167588 162065 168751 162077 660481

Income before income taxes 21935 22549 28556 27142 100182

Net income 13249 13620 16779 15536 59184

Per common share income

Basic 0.31 0.32 0.39 0.36 1.38

Diluted 0.31 0.32 0.39 0.36 1.38

Weighted average basic

Shares outstanding 42764 42821 42871 42915 42849

Weighted average diluted

Shares outstanding 42919 42910 42943 43154 42993

Market Price

High 28.70 22.75 24.10 27.52 28.70

Low 16.57 15.46 12.83 21.86 12.83

ITEM CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable

ITEM 9A CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation under the supervision and with the participation of our Chief

Executive Officer and Chief Financial Officer of the effectiveness of the design and operation of our

disclosure controls and procedures as defined in Rules 13a-15e and 15d-15e of the Securities

Exchange Act of 1934 as amended the Exchange Act as of the end of the period covered by this
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Annual Report on Form 10-K the Evaluation Date Based on this evaluation our Chief Executive

Officer and Chief Financial Officer concluded that as of the Evaluation Date our disclosure controls

and procedures are effective

Managements Annual Report on Internal Control ter Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over

financial reporting Internal control over financial reporting is defined in Rules 13a-15f or 15d-15f

promulgated under the Exchange Act as process designed by or under the supervision of our

principal executive and principal financial officers and effected by our Board of Directors management

and other personnel to provide reasonable assurance regarding the reliability of financial reporting and

the preparation of financial statements for external purposes in accordance with generally accepted

accounting principles and includes those policies and procedures that

Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the

transactions and dispositions of our assets

Provide reasonable assurance that transactions are recorded as necessary to permit preparation

of financial statements in accordance with generally accepted accounting principles and that

receipts and expenditures are being made only in accordance with authorizations of our

management and directors and

Provide reasonable assurance regarding prevention or timely detection of unauthorized

acquisition use or disposition of our assets that could have material effect on the financial

statements

Because of its inherent limitations internal control over financial reporting may not prevent or

detect misstatements Projections of any evaluation of effectiveness to future periods are subject to the

risk that controls may become inadequate because of changes in conditions or that the degree of

compliance with the policies or procedures may deteriorate

Our management assessed the effectiveness of our internal control over financial reporting as of

July 31 2010 In making this assessment our management used the criteria set forth by the Committee

of Sponsoring Organizations of the Treadway Commission COSO in Internal Control-Integrated

Framework On June 11 2010 the Companys Canadian subsidiary UNFI Canada acquired the

SDG assets of SunOpta and management excluded from its assessment of the effectiveness of the

Companys internal control over financial reporting as of July 31 2010 UNFI Canadas internal control

over financial reporting with associated assets of approximately $87.0 million of which $36.3 million

represents goodwill and intangible assets included within the scope of the assessment and total

revenue of $22.1 million generated by UNFI Canada that was included in the Companys consolidated

financial statements as of and for the year ended July 31 2010 Based on its assessment our

management concluded that as of July 31 2010 our internal control over financial reporting was

effective based on those criteria at the reasonable assurance level

The effectiveness of our internal control over financial reporting as of July 31 2010 has been

audited by KPMG LLP an independent registered public accounting firm as stated in its report which

is included in Item Financial Statements and Supplementary Data of this Annual Report on

Form 10-K

Report of the Independent Registered Public Accounting Firm

See the
report

of KPMG LLP included in Item Financial Statements and Supplementary Data

of this Annual Report on Form 10-K

Changes in internal Controls Over Financial Reporting

No change in our internal control over financial reporting as such term is defined in Exchange

Act Rule 13a-15f occurred during the fiscal quarter ended July 31 2010 that materially affected or is

reasonably likely to materially affect our internal control over financial reporting

ITEM 9B OTHER INFORMATION

None
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PART III

ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item will be contained in part in our Definitive Proxy Statement

on Schedule 14A for our Annual Meeting of Stockholders to be held on December 16 2010 the 2010

Proxy Statement under the captions Directors and Nominees for Director Section 16a
Beneficial Ownership Reporting Compliance and Committees of the Board of DirectorsAudit

Committee and is incorporated herein by this reference Pursuant to Item 401b of Regulation S-K

our executive officers are reported under the caption Executive Officers of the Registrant in Part of

this Annual Report on Form 10-K

We have adopted code of ethics that applies to our Chief Executive Officer Chief Financial

Officer Corporate Controller and employees within our finance purchasing operations and sales

departments Our code of ethics is publicly available on our website at www.unfi.com If we make any

substantive amendments to our code of ethics or grant any waiver including any implicit waiver from

provision of the code of ethics to our Chief Executive Officer Chief Financial Officer or Corporate

Controller we will disclose the nature of such amendment or waiver on our website or in Current

Report on Form 8-K

ITEM 11 EXECUTIVE COMPENSATION

The information required by this item will be contained in the 2010 Proxy Statement under the

captions Non-employee Director Compensation Executive Compensation Compensation
Discussion and Analysis Compensation Committee Interlocks and Insider Participation and Report
of the Compensation Committee and is incorporated herein by this reference

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this item will be contained in part in the 2010 Proxy Statement

under the caption Stock Ownership of Certain Beneficial Owners and Management and is

incorporated herein by this reference

The following table provides certain information with respect to equity awards under the

Companys 2004 Equity Incentive Plan 2002 Stock Incentive Plan and 1996 Stock Option Plan as of

July 31 2010

Number of securities remaining
Number of securities to available for future issuance

be issued upon exercise Weighted-average under equity compensation
of outstanding options exercise price of plans excluding securities

Plan Category warrants and rights outstanding options reflected in the second column

Plans approved by stockholders 1554732 $27.70 1.516148

Plans not approved by stockholders

Total 1554732 $27.70 1.516148

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR

INDEPENDENCE

The information required by this item will be contained in the 2010 Proxy Statement under the

caption Certain Relationships and Related Transactions and Director Independence and is

incorporated herein by this reference

ITEM 14 PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item will be contained in the 2010 Proxy Statement under the

caption Fees Paid to KPMG LLP and is incorporated herein by this reference
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PART IV

ITEM 15 EXHIBITS FINANCIAL STATEMENT SCHEDULES

Documents filed as part of this Annual Report on Form 10-K

Financial Statements The Financial Statements listed in the Index to Financial Statements in

Item hereof are filed as part of this Annual Report on Form 10-K

Financial Statement Schedules All schedules have been omitted because they are either not

required or the information required is included in our consolidated financial statements or

the notes thereto included in Item hereof

Exhibits The Exhibits listed in the Exhibit Index immediately preceding such Exhibits are

filed as part of this Annual Report on Form 10-K
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 of the Securities Exchange Act of 1934 the

registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly

authorized

UNITED NATURAL FOODS INC

Is MARK SHAMBER

Mark Shamber

Senior Vice President Chief Financial Officer and

Treasurer

Principal Financial and Accounting Officer

Dated September 27 2010

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed

below by the following persons on behalf of the registrant and in the capacities and on the dates

indicated

Date

September 27 2010

Is MICHAEL FUNK

Michael Funk
Chair of the Board September 27 2010

Is MARK SHAMBER

Mark Shamber

Senior Vice President Chief Financial

Officer and Treasurer Principal

Financial and Accounting Officer

September 27 2010

Is GORDON BARKER

Gordon Barker

Is MARY ELIZABETH BURTON

Mary Elizabeth Burton

Is JOSEPH CIANcI0L0

Joseph Cianciolo

Is GAIL GRAHAM

Gail Graham

/s JAMES HEFFERNAN

James Heffernan

/s PETER ROY

Peter Roy

/s THOMAS SIMONE

Thomas Simone

Vice Chair of the Board and Lead

Independent Director

Director

Director

Director

Director

Director

Director

September 27 2010

September 27 2010

September 27 2010

September 27 2010

September 27 2010

September 27 2010

September 27 2010

Name

/s STEVEN SPINNER

Steven Spinner

Title

President Chief Executive Officer and

Director Principal Executive Officer
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EXHIBIT INDEX

Exhibit No Description

2.132 Asset Purchase Agreement dated May 10 2010 by and among UNFI Canada Inc

subsidiary of the Registrant with SunOpta Inc and its wholly owned subsidiary Drive

Organics Corp Pursuant to Item 601b2 of Regulation S-K the schedules and

exhibits have been omitted from this filing

2.233 Amendment No dated June 2010 to the Asset Purchase Agreement dated

May 10 2010 by and among UNFI Canada Inc subsidiary of the Registrant with

SunOpta Inc and its wholly owned subsidiary Drive Organics Corp

3.111 Amended and Restated Certificate of Incorporation of the Registrant

3.211 Certificate of Amendment of the Amended and Restated Certificate of Incorporation

of the Registrant

3.314 Certificate of Amendment of the Amended and Restated Certificate of Incorporation

of the Registrant

3.418 Amended and Restated Bylaws of the Registrant as amended on September 13 2007

4.126 Specimen Certificate for shares of Common Stock $0.01 par value of the Registrant

10.11 1996 Employee Stock Ownership Plan effective November 1988

10.29 Amended and Restated Employee Stock Ownership Plan

10.31 Employee Stock Ownership Trust Loan Agreement among Norman Cloutier Steven

Townsend Daniel Atwood Theodore Cloutier and the Employee Stock Ownership Plan

and Trust dated November 1988

10.41 Stock Pledge Agreement between the Employee Stock Ownership Trust and Steven

Townsend Trustee for Norman Cloutier Steven Townsend Daniel Atwood and

Theodore Cloutier dated November 1988

10.51 Trust Agreement among Norman Cloutier Steven Townsend Daniel Atwood Theodore

Cloutier and Steven Townsend as Trustee dated November 1988

10.61 Guaranty Agreement between the Registrant and Steven Townsend as Trustee for

Norman Cloutier Steven Townsend Daniel Atwood and Theodore Cloutier dated

November 1988

i0.72 Amended and Restated 1996 Stock Option Plan

10.82 Amendment No to Amended and Restated 1996 Stock Option Plan

i0.92 Amendment No to Amended and Restated 1996 Stock Option Plan

l0.i03 2002 Stock Incentive Plan

10.114 Amended and Restated Loan and Security Agreement dated April 30 2004 with Bank

of America Business Capital formerly Fleet Capital Corporation

10.125 Term Loan Agreement with Fleet Capital Corporation dated April 30 2003

10.136 Second Amendment to Term Loan Agreement with Fleet Capital Corporation dated

December 18 2003

10.147 Real Estate Term Notes between the Registrant and City National Bank dated

April 28 2000

10.158 Lease between Amberjack Ltd and the Registrant dated July 11 1997



Exhibit No Description

10.169 First Amendment to Term Loan Agreement with Fleet Capital Corporation dated

August 26 2003

10.1710 2004 Equity Incentive Plan

10.1811 First Amendment to Amended and Restated Loan and Security Agreement dated

December 30 2004

10.1912 Form of Restricted Stock Agreement pursuant to United Natural Foods Inc 2004

Equity Incentive Plan

10.2013 Fifth Amendment to Term Loan Agreement with Fleet Capital Corporation dated

July 28 2005

10.2115 Second Amendment to Amended and Restated Loan and Security Agreement dated

January 31 2006

10.2216 Distribution Agreement between the Registrant and Whole Foods Market

Distribution Inc. effective September 26 2006

10.2317 Lease between the Registrant and Meridian-Hudson Mcintosh LLC dated March 16

2007

10.2418 Third Amendment to Term Loan Agreement with Fleet Capital Corporation dated

April 30 2004

10.2519 Fourth Amendment to Term Loan Agreement with Fleet Capital Corporation dated

June 15 2005

10.2620 Merger Agreement dated October 2007 by and among the Registrant UNFI

Merger Sub Inc Distribution Holdings Inc and Millbrook Distribution Services Inc

Pursuant to Item 601b2 of Regulation S-K the schedules and exhibits have been

omitted from this filing

10.2721 Lease between Cactus Commerce LLC and the Registrant dated December 2007

10.2821 Third Amendment to Amended and Restated Loan and Security Agreement dated

November 2007

10.2921 Fourth Amendment to Amended and Restated Loan and Security Agreement dated

November 27 2007

10.3021 Sixth Amendment to Term Loan Agreement with Bank of America NA as successor

to Fleet Capital Corporation dated November 2007

10.3 121 Seventh Amendment to Term Loan Agreement with Bank of America N.A as

successor to Fleet Capital Corporation dated November 27 2007

10.3221 Restricted Unit Agreement dated as of December 2007 between the Registrant and

Daniel Atwood

10.3321 Restricted Unit Agreement dated as of December 2007 between the Registrant and

Thomas Dziki

10.3421 Restricted Unit Agreement dated as of December 2007 between the Registrant and

Michael Funk

10.3521 Restricted Unit Agreement dated as of December 2007 between the Registrant and

Carl Koch

10.3621 Restricted Unit Agreement dated as of December 2007 between the Registrant and

Mark Shamber



Restricted Unit Agreement dated

Gordon Barker

Restricted Unit Agreement dated

Joseph Cianciolo

Restricted Unit Agreement dated

Gail Graham

Restricted Unit Agreement dated

James Heffernan

10.4121 Restricted Unit Agreement dated as of December 2007 between the Registrant and

Peter Roy

10.4221

i0.4321

10.4421

10.4522

10.4622

10.4723

10.4823

10.4923

i0.5024

10.5125

10.5227

10.5328

10.5428

10.5529

10.5630

10.573

10.5831

10.5931

Restricted Unit Agreement dated as of December 2007 between the Registrant and

Thomas Simone

Restricted Unit Agreement dated as of December 2007 between the Registrant and

Michael Beaudry

Severance Agreement by and between the Registrant and Robert Sigel effective

December 2007

Fifth Amendment to Amended and Restated Loan and Security Agreement as of

June 2008

Eighth Amendment to Term Loan Agreement with Bank of America N.A as successor

to Fleet Capital Corporation dated June 2008

Offer Letter between Steven Spinner President and CEO and the Registrant dated

September 16 2008

Severance Agreement between Steven Spinner President and CEO and the

Registrant dated September 16 2008 Included within Exhibit 10.47

Form of Performance Unit Agreement under the 2004 Equity Incentive Plan

Performance Unit Agreement between Steven Spinner and the Registrant effective

November 2008

Form Indemnification Agreement for Directors and Officers

Amendment to the 2004 Equity Incentive Plan

Amendment to Offer Letter between Steven Spinner President and CEO and the

Registrant dated September 16 2008 to include application
of Incentive Compensation

Recoupment Policy of UNFI

Lease between ProLogis and the Registrant dated September 30 2009

Employment Separation Agreement and Release between Daniel Atwood Former

Chief Innovation Officer and the Registrant dated January 20 2010

Employment Separation Agreement and Release between Michael Beaudry Former

Eastern Region President and the Registrant dated March 2010

Lease between Valley Centre L.L.C and the Registrant dated August 1998

Lease between Metropolitan Life Insurance Company and the Registrant dated

July 31 2001

Lease between FR York Property Holding LP and the Registrant dated March 14

2008

Exhibit No

10.3721

10.3821

10.3921

10.4021

Description

as of December 2007 between the Registrant

as of December 2007 between the Registrant

as of December 2007 between the Registrant

as of December 2007 between the Registrant

and

and

and

and



Exhibit No Description

10.6031 Lease between ALCO Cityside Federal LLC and the Registrant dated October 14

2008

10.6131 Amendment to Lease between Principal Life Insurance Company and the

Registrant dated April 23 2008

10.6231 Amendment to Lease between ALCO Citvside Federal LLC and the Registrant dated

May 12 2009

iO.63t Sixth Amendment to Amended and Restated Loan and Security Agreement as of

February 25 2009

10.64t Ninth Amendment to Term Loan Agreement with Bank of America N.A as

successor to Fleet Capital Corporation dated February 25 2009

10.65 Amendment to Distribution Agreement between the Registrant and Whole Foods

Market Distribution Inc effective June 2010

10.66 Named Executive Officer and Director Compensation Summary

10.67 Change in Control Agreement between the Registrant and each of Mark Shamber and

Joseph Traficanti

10.68 Change in Control Agreement between the Registrant and each of Thomas Dziki Sean

Griffin Thomas Grillea Kurt Luttecke David Matthews and John Stern

10.6934 Severance Agreement between the Registrant and each of Michael Funk Thomas

Grillea Kurt Luttecke David Matthews Mark Shamber Joseph Traficanti and John

Stern

10.70 Form of Restricted Unit Award Agreement

10.71 Form of Non-Statutory Stock Option Award Agreement

12.1 Computation of Ratio of Earnings to Fixed Charges

21 Subsidiaries of the Registrant

23.1 Consent of Independent Registered Public Accounting Firm

31.1 Certification pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 302 of

the Sarbanes-Oxley Act of 2002CEO

31.2 Certification pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 302 of

the Sarbanes-Oxley Act of 2002CFO

32.1 Certification pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of

the Sarbanes-Oxley Act of 2002CEO

32.2 Certification pursuant to 18 U.S.C Section 1350 as adopted pursuant to Section 906 of

the Sarbanes-Oxley Act of 2002CFO

Filed herewith

Denotes management contract or compensatory plan or arrangement

Certain confidential portions of this exhibit were omitted by means of redacting portion of the

text This exhibit has been filed separately with the Securities and Exchange Commission

accompanied by confidential treatment request pursuant to Rule 24b-2 of the Securities

Exchange Act of 1934 as amended



Previously filed and being re-filed herewith solely for the purpose of including certain exhibits and

schedules that have been updated on June 11 2010 in connection with our acquisition of the SDG

assets from SunOpta

Incorporated by reference to the Registrants Registration Statement on Form S-I File

No 333-11349

Incorporated by reference to the Registrants Definitive Proxy Statement for the year ended

July 31 2000

Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

July 31 2003

Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended April 30 2004

Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended April 30 2003

Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the
quarter

ended January 31 2004

Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

July 31 2000

Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

July 31 1997

Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

July 31 2004

10 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended October 31 2004

11 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the
quarter

ended January 31 2005

12 Incorporated by reference to the Registrants Registration Statement on Form S-8 POS File

No 333-123462

13 Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

July 31 2005

14 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended January 28 2006

15 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter

ended April 29 2006

16 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended October 28 2006

17 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended April 28 2007

18 Incorporated by reference to the Registrants Current Report on Form 8-K filed on September 19

2007

19 Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

July 28 2007

20 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended October 27 2007



21 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter

ended January 26 2008

22 Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

August 2008

23 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the year ended

November 2008

24 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter

ended January 31 2009

25 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter

ended May 2009

26 Incorporated by reference to the Registrants Annual Report on Form 10-K for the year ended

August 2009

27 Incorporated by reference to the Registrants Definitive Proxy Statement on Form DEF 14A

Appendix filed on October 30 2008

28 Incorporated by reference to the Registrants Quarterly Report on Form 10-Q for the quarter

ended October 31 2009

29 Incorporated by reference to the Registrants Current Report on Form 8-K filed on January 29

2010

30 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended January 30 2010

31 Incorporated by reference to the Registrants Quarterly Report on Form 10-0 for the quarter

ended May 2010

32 Incorporated by reference to the Registrants Current Report on Form 8-K filed on May ii 2010

33 Incorporated by reference to the Registrants Current Report on Form 8-K filed on June 10 2010

34 Incorporated by reference to the Registrants Current Report on Form 8-K filed on April 2008



Exhibit 12.1

Twelve Months Ended

July 31 August August July 28 July 29
2010 2009 2008 2007 2006

Income before income taxes $112002 $100182 77196 82.215 $69396

Add

Fixed charges 20.366 24105 29360 21237 19673

Amortization of capitalized interest 140 135 58 31 15

Less

Interest capitalized 48 274 674 219 502

Total earnings as defined 132460 124148 105.940 103264 88582

Fixed charges

Interest expense 5845 9914 16133 12.089 $11210

Interest portion of rent expense 13887 13422 12139 8475 7513

Amortization of debt issuance costs 586 495 414 454 448

Capitalized interest 48 274 674 219 502

Total Fixed charges as defined 20366 24105 29360 21.237 $19673

Ratio of earnings to fixed charges 6.5 5.2 3.6 4.9 4.5
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Exhibit 21

SUBSIDIARIES OF THE REGISTRANT

JURISDICTION OF

NAME INCORPORATION/FORMATION

Alberts Organics Inc California

Natural Retail Group Inc Delaware

United Natural Foods Inc Delaware

United Natural Foods West Inc California

United Natural Trading Co Delaware

d/b/a Woodstock Farms

United Natural Transportation Inc Delaware

Springfield Development Corp LLC Delaware

Distribution Holdings Inc Delaware

Millbrook Distribution Services Inc Delaware

d/b/a UNFI Specialty Distribution Services

Mt Vikos Inc Delaware

Fantastic Foods Inc California

UNFI Canada Inc Canada
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors

United Natural Foods Inc and subsidiaries

We consent to the incorporation by reference in the registration statements No 333-161 800 on

Form S-3 and Nos 333-161845 333-161884 333-19947 333-19949 333-71673 333-56652 333-106217

and 333-123462 on Form S-8 of United Natural Foods Inc of our report dated September 27 2010

with
respect to the consolidated balance sheets of United Natural Foods Inc and subsidiaries the

Company as of July 31 2010 and August 2009 and the related consolidated statements of

income stockholders equity and cash flows for each of the fiscal years in the three-year period ended

July 31 2010 and the effectiveness of internal control over financial reporting as of July 31 2010

which report appears in the July 31 2010 annual report on Form 10-K of United Natural Foods Inc

Our report dated September 27 2010 on the effectiveness of internal control over financial

reporting contains an explanatory paragraph that states that the Company acquired certain Canadian

food distribution assets of the SunOpta Distribution Group business UNFI Canada during 2010

and management excluded from its assessment of the effectiveness of the Companys internal control

over financial reporting as of July 31 2010 UNFI Canadas internal control over financial reporting

associated with total assets of $87.0 million of which $36.3 million represents goodwill and intangible

assets included within the scope of the assessment and total revenues of $22.1 million included in the

consolidated financial statements of the Company as of and for the year ended July 31 2010 Our audit

of internal control over financial reporting of the Company also excluded an evaluation of the internal

control over financial reporting of UNFI Canada

frPc LCP

Providence Rhode Island

September 27 2010



Exhibit 31.1

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

Steven Spinner certify that

have reviewed this annual report on Form 10-K of United Natural Foods Inc

Based on my knowledge this report does not contain any untrue statement of material fact

or omit to state material fact necessary to make the statements made in light of the

circumstances under which such statements were made not misleading with
respect to the

period covered by this report

Based on my knowledge the financial statements and other financial information included in

this report fairly present
in all material

respects
the financial condition results of operations

and cash flows of the registrant as of and for the periods presented in this report

The registrants other certifying officer and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 13a-15e and

15d-15e and internal control over financial reporting as defined in Exchange Act

Rules 13a-15f and 15d-15f for the registrant and have

designed such disclosure controls and procedures or caused such disclosure controls and

procedures to be designed under our supervision to ensure that material information

relating to the registrant including its consolidated subsidiaries is made known to us by

others within those entities particularly during the period in which this
report

is being

prepared

designed such internal control over financial reporting or caused such internal control

over financial reporting to he designed under our supervision to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial

statements for external purposes in accordance with generally accepted accounting

principles

evaluated the effectiveness of the registrants disclosure controls and procedures and

presented in this report our conclusions about the effectiveness of the disclosure controls

and procedures as of the end of the period covered by this report based on such

evaluation and

disclosed in this report any change in the registrants internal control over financial

reporting that occurred during the registrants most recent fiscal quarter the registrants

fourth fiscal quarter in the case of an annual report that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial

reporting and

The registrants other certifying officer and have disclosed based on our most recent

evaluation of internal control over financial reporting to the registrants auditors and the

audit committee of the registrants board of directors or persons performing the equivalent

functions

all significant deficiencies and material weaknesses in the design or operation of internal

control over financial reporting which are reasonably likely to adversely affect the

registrants ability to record process summarize and report financial information and

any fraud whether or not material that involves management or other employees who

have significant role in the registrants internal control over financial reporting

September 27 2010

/s STEVEN SPINNER

Steven Spinner

Chief Executive Officer

Note signed original of this written statement has been provided to the Company and will he

retained by the Company and furnished to the Securities and Exchange Commission or its staff

upon request



Exhibit 31.2

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

Mark Shamber certify that

have reviewed this annual report on Form 10-K of United Natural Foods Inc

Based on my knowledge this report does not contain any untrue statement of material fact

or omit to state material fact necessary to make the statements made in light of the

circumstances under which such statements were made not misleading with respect to the

period covered by this report

Based on my knowledge the financial statements and other financial information included in

this report fairly present
in all material

respects the financial condition results of operations

and cash flows of the registrant as of and for the periods presented in this report

The registrants other certifying officer and are responsible for establishing and maintaining

disclosure controls and procedures as defined in Exchange Act Rules 13a-15e and 15d-15e
and internal control over financial reporting as defined in Exchange Act Rules 13a-15f and

15d-15f for the registrant and have

designed such disclosure controls and procedures or caused such disclosure controls and

procedures to he designed under our supervision to ensure that material information

relating to the registrant including its consolidated subsidiaries is made known to us by

others within those entities particularly during the period in which this report is being

prepared

designed such internal control over financial reporting or caused such internal control

over financial reporting to be designed under our supervision to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial

statements for external purposes in accordance with generally accepted accounting

principles

evaluated the effectiveness of the registrants disclosure controls and procedures and

presented in this report our conclusions about the effectiveness of the disclosure controls

and procedures as of the end of the period covered by this report based on such

evaluation and

disclosed in this report any change in the registrants internal control over financial

reporting that occurred during the registrants most recent fiscal quarter the registrants

fourth fiscal
quarter

in the case of an annual report that has materially affected or is

reasonably likely to materially affect the registrants internal control over financial

reporting and

The registrants other certifying officer and have disclosed based on our most recent

evaluation of internal control over financial reporting to the registrants auditors and the

audit committee of the registrants board of directors or persons performing the equivalent

functions

all significant deficiencies and material weaknesses in the design or operation of internal

control over financial reporting which are reasonably likely to adversely affect the

registrants ability to record process summarize and report financial information and

any fraud whether or not material that involves management or other employees who

have significant role in the registrants internal control over financial reporting

September 27 2010

/s MARK SIIAMBER

Mark Shamber

Chief Financial Officer

Note signed original of this written statement has been provided to the Company and will be

retained by the Company and furnished to the Securities and Exchange Commission or its staff

upon request



Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned in his capacity as the Chief Executive Officer of United Natural Foods Inc

Delaware corporation the Company hereby certifies that the Annual Report of the Company on

Form 10-K for the period ended July 31 2010 fully complies with the requirements of Section 13a or

15d of the Securities Exchange Act of 1934 and that the information contained in such Annual

Report on Form 10-K fairly presents
in all material respects the financial condition and results of

operations of the Company
/s/ STEVEN SPINNER

Steven Spinner

Chief Executive Officer

September 27 2010

Note signed original of this written statement has been provided to the Company and will be

retained by the Company and furnished to the Securities and Exchange Commission or its staff

upon request



Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned in his capacity as the Chief Financial Officer of United Natural Foods Inc.

Delaware corporation the Company hereby certifies that the Annual Report of the Company on

Form 10-K for the period ended July 31 2010 fully complies with the requirements of Section 13a or

15d of the Securities Exchange Act of 1934 and that the information contained in such Annual

Report on Form 10-K fairly presents in all material respects the financial condition and results of

operations of the Company
/s/ MARK SI-TAMBER

Mark Shamber

Chief Financial Officer

September 27 2010

Note signed original of this written statement has been provided to the Company and will be

retained by the Company and furnished to the Securities and Exchange Commission or its staff

upon request
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To our associates

our shareholders

our customers and

our suppliers

Fiscal 2010 was an outstand ng year of growth aod accomphshment for UNf We posted record financial results

strengthened aod broadened our customi base extended our ristribution rapacity io both the U.S and Canada and

continued our focus on implementing environm nlally sustainabte practices Those achievements are the sut of our

proven business stratcgy and long-term comniitmcnt to growing market share and delivering operational excellence

one company

Although 2010 has been ch stlenging year for the U.S ceo lomy UNIl enjc yed strong demand for its producis as

onsumers havc continually demonstrated their commitment to natural organic and specialty prodocts rhs was
videnced by strong annual sales growth of 8.7 Lncreasng net sales to $376 billhn as well as continued sequential

growth throughout the
year across most categories of products including specu Ity

and non-foods

Our fiscal 2010 sales results demonstrated strong execution against UN Fls objecti of
growing rket share io all of our

primary distribution channe This included growth in our supernatural channel 15 supern arket chancel growlS
of 11 and 4.2 growth the independent channeL We also achieved diluted earnings per share of $1.57 for fiscal

2010 13.7 ircrcasc over the prior year On the balance sheet all of our key metrics rem med strong for the
year and

we gcneralcd $66 mu ion in cash from operations

During the year UNFI continued to mplement initiatises to promote operational efficienccs and further reduce ou

operating expenses as percentage of sales Throughout the organization we implerrented strategies and controls to

improve our productivity nd
pros ide customers with

unsurpassed quality value and service At the same time we
made seeera infrastructure enhancements support UNFIs long term operating strategies hich position us fir

continued growth and success

UNFI Canada Inc Rapidly Building Market Share

part of our objective to build market share diversify revenue and widen our presence internaticnally we created an

immediate platform for growth in the dynamic Canadian mzrket by our acquis lion through IJNFI Canada of certain

Canadian food distribution assets of the SunOpla Distribution Group business of SunOpta Inc

UNFI Canada is the largest Canadian distributor organic natura koshe and specialty foods serving approximateD
6000 customer locations and 15000 SKUs through five distribution centers ulilzing leading-edge technology Going
forward we expect UNFI Canada to be key sales grc wlh driver as we heliove the Canadian market sf11 relatively

untapped given our anticipated ability to offer significantly enhanced offering of both Natural and Specially foods

products to retailers in that marketplace The transaction has also provided UNFI wth additional resources to serve

more customers with greater efficincies uhf zicg UNFIs substantial purchasing power and sophisticated nler-regional

logistics system

Building Share with Customers

During the year UNFI also built sh re with existing customers We ha been the primary distributor to Whole Foods

Market Whole Foods our largest customer for more than 11 yea or in June 2010 mutually extended this important
to term relat onship through the nex decade Adduionally reflecting the contirued cv ilution of our relationship

UNFI will complete the akeoeer of pfmary disl ibulion for Whole Foods Rocky Mountain and Southwest regions the

fiiurth quarlc ef uciidai scar 2ie

Extending the Who Fcod agreement not only solidifits the confidence and rategic nature of our relzlic nship but

piovides UNFI with olid platfiirm to continue to grow our ow rkcl share ir specially foods and organics as elI as

invest in our infrastructure

Operating Enhancements

UNFI also continued the implementation of scverzl important oper hog mi iativcs during fiscal 20W including the

successful integration of specially products in additiona distribution centers across the court We now compete

nationally in the combined organic natural and specially space from network of distrubu ion cerlers lo ated

strategically across the U.S ar Canada



We rec ntly opened ew distrib tion iter in ncaster ex st ate gica located Is miles seutf of downtown Dallas

This facility snly augment cur growing prwi nec in the Southwestern ineludinn Texas Okia sum New Me lee

Arkansas and nuisiana hut lsn mmpletes the suc ssfv bi ill nt nf hrna infratructsre prsxding Nt th

ability to cciv pete on one of the most ost- fficien platforms in the md stry

lh facility is also nor first to feature UNIls new warehe use managemert system marking the official start of this

exeitng muJ-year supply chain nitiative designed to drive efficiency accuracy and serxiee level imprsveuents through

national stai dardized platform

Fiscal 2010 as also w-buildinp year at our brands sd mar ufacturing businesses Supported bs new team and

operational improvements Blue Marble Brands and Woedstock Farms Manufacturing are positioned to perform well for

UNFI during fiscal 2011 and provide dded value rs ices across all our customer cFanneN

Buildng Talent

UNFI has successfully attracted and hired industry leading executives to lead our Company Throughout ns ist of our

operating divisions significant enhancements were mad to our leadershp teani necessary support our growth and

build out of natinna dist ibut on platform Highlights of experienced talent mining UNII inclu Ic Sean Griffin SVP

National Distribution Chris Testa President Blue Marble Brands Dick Blacks elI National VP Supply Chain Curtis

Johnson eneral Man ger Woodstoek Farms Ma iufaeturing and Paul Green National VP Operations In additiur UNFI

promoted several interna candidates highlighted by Tom Daiki our new Chief Hunsan Resources and Sustai sability

Officer sd Tom GriPea President of Select Nutrition Woodsteck Farms Manufacturing and Natura Retail Group

Sustainability and Philanthropy

Th eughout its history UNFI has bees deeply committ to sustainability and philanthropy Fiscal 20W sa no exception

as we continued to successfully implemect several environmental and sustainahility inliatives

We began this right at the start of fiscal 2010 when our Chesterfield New Hampshire distribution center was awarded

the US Environmental Protection Agencys esteemed LNbRGY STAR rating marking it as one of the most efficient

strihutien facilities in the nation for superior energy efficiency and envirenm ntal protection More recently our

distribution
facility in York Pennsylvania was yarded LFED Leadership in Fnergy and Lnv renmental Design Geld

CertNcatien by the U.S Green Badding Cearc1 LBED is the nDo msent pwgan sc dc-ogn eorUrocten

and operation of high performance green buildings Beth of these awards are indicative of UNFI deep commitment to our

con munity and the use of envirenmentally sustainable initiatices throughout our erganizat on

Another recent sustainability initiative was the implensentation of hydrogen fuel cell technology at our Sarasota Florida

distribution center 1h endeavor involved retrofitting 3fl xisti sg if trucks to hydrogen fuel cell techne egy and

the addition of 29 new hydrogen fuel cell-powered lift trucks The preje is estimated to reduce carbon emissions by

apprexi ssateiy D2 metric tons annually an amount equivalent to the annual emissons et 35 automobiles and is expected
to create annual

sergy savings of approximately fl4000 kdesvatt hours

These are ust eme of the way that UNFi embraces celture of ving back to the community As an erna sizatien iv are

constantly striving to find more ways we can nsake difference to the cemmunifes we serve

Looking Ahead

Ge ng forward we remain excited and passionate about our strong competitive position and the eppertun ties ahead

Our business centnues to expei ence strong growth acioss ill our distribution channels With our national distribution

center platform fully built and given presa ling sales trends we expect revenue growth should continue through UNFIs

fiscal 20l1 enabling the Company to continue investment in its national supply chain platform and operational

excellence initiatives

During fiscal 2011 the pr mary component of our eapit expenditures spend will be the continued implementation of

UNFIs national supply chain initiatise Also we will remain ecu eden integrating new volume growth in rder to

achieve long-term sspresesiei ts in operating ns rgin ard dollars The infrastructuie erhancements ye have unplensented

suppert our strategic prierties which we heheve wil preduce positive long-term results

weuld like to extend
ivy

thanks to all UNFI Associates fe their centirued diligence and flexiblity rng vei

challenging eeenemic cendhions they have all sh wn extreme dedcation and commit sscnt te UNFIs centinued success

tam more cited than ever aboc UNI ls future We are ommitted te drYing sharehelder return while remairing true

to nor cure Jef in gued nsplesur custan hiiity
nd uppert tha organic indusiry 51e rnain dedUnten to

extending our asarket leadership into new areas while continuing te execut id financial resumts for our

fe tow shareholders

Sincerely

Steyenh piorer

resident and Chi Fxecutiye Officer
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At UNFlwe view sustamability
31

as journey with an ever

changing destmation

We began to form our elationship wth n3ture out of our desire to provide organic and natural

products to our customers

From that beginning we examined hose we sourced products and brought them to ma ket hose

our buildings used resources and what alternative technologies would prove to legitimately be

worth the cost of conversion

At this point it would be easy to point to past accomplishments LEED certified buildings in

multiple states concentrated water conservation large solar panel system installations hydrogen

powered lift trucks in Florida and an East Coast Smartway truck fleet are all sustainable

accomplishments UNFI an display with pride Our associates work within the Company and

their communities to promote green
initiatives through our Creen Teams and constantly bring

new sustainability ideas to the orporate table It would be simple here to say Done but that

attitude would ignore the UNFI motto Driven By Nature and its twofold meaning

The future holds some incredibly exciting possibilities more LEED certification work bringing

our entire truck fleet into the Smartway program aggressively setting goals for reducing our

greenhouse gas emissions investigating wind power technology its really the continuation of

our journey and ea new sustainable step has illowed us to strengthen UN lI
.s isition in the

natural organic and specialty products industry With each sustainability report we hope to be

able to look at past years and point to hoes far see have come tFen turn and face the future for

how far we se ish to go

Thomas Dziki

Senior Vice President

Chief Human Rese urce and Sustainability Officer



UNFI Opens New

Strategirall thi Lancaster distribution ceo er exteuds our torus on

ossering operat rg costs in our distribu iris netsvork enhanhug

fheienris imp oving pr idurtivi througl best in class

ware sousing and invent wv control systrirs as we las redr ring

greer hoo gas rmiss ens The sec sst fart itv is UNFI s2bth

dis ribut on renter in cur ionwide distrihuti so nrtwork

The overall des go of the ness tad led dcv dry grocery as

main program spare 54000 square feet of frig ration and

frrrzrr spare ai xpanded cold dock and nearly 211000 squ rr feet for ass irate fires and

ssorkspares the ens ironmental desig focuses on resource and enrrg onsrrvation use of

sustainable reryrlrdwontrnt building raterials and exceptional irdoor
qualit

br thr

building orrupa sts UNFI has apphrd with thr USCBC for LLLD radrrship in Lnrrgy and

Los ironmer ii Design rerti firati sn

Strv opiuner President and Chief Fxrrutisr Officer commented Focused on extendirg our

market shaie ud enhancing grosvth opportun ties his urss oistribution renter iugments our

gir wing presence in the soc thsv stern United States kddit on shy by transfrrring distributio

routes from sur Dencer fsrilits to nra sr we nil be reducing gre nhouse gas and CU

emissfr iss spr ss ing servier Ic els to rustoissr rs in th
regiesis cc enhancing ivi rail

pr Li -iSri

unfi
DRIVEN BY NATURE

SmOpta Distribution Group

is now part of UNFI Canada

UNf ronsplr ted th acquisition rerta ssets of inOpt Dis di sup hesi less sf

SunOpta June 2f 10 With the romplei on cit the susart in the urd bes ness is now

whoIiyossnsd subsidiars UNFI oper ting as UNFI Canada Us Canada serves appro

riately 6000 ust svierloeafor
flering approxLr itchy 1503 SKUs Frough fise distribut on

renters utiliztrg eading edge terhooloW UNI mad she sdquartered in Conrod Ontario

sod is Cana las larges dis butor of rgar natural kosher ai speri foods

Concord ON Burnaby BC KkdhmondBC

Facility Lancaster Texas

To The UNH
Lancaster Facility

Lancaster TX Lancasfet TX Lancaster TX



ClearVueReduces

Cost of Distribution

and Builds Superior
Return on Investment
ClearVue is program offering to select top suppliers that is designed to significantly improve

the transparency of the supply chain while providing cost consistency By providing suite of

supply chain reporting elimination of inconsistent buying patterns and assignment of brand

management resources ClearVue is expected to deliver reduced costs of distribution supply

chain efficiencies better service levels and enhancement of return on invested capital for both

UNFI and participating suppliers

CearVue
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